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OUR RECIPE FOR SUCCESS 
HAS SOME KEY INGREDIENTS. 


Quality, comfort and value are 
timeless concepts. For The Keg 
Steakhouse & Bar these — = 

attributes manifest themselves as a 
comfortable atmosphere, outstanding 
service and steaks that are delicious. The 
Keg has been around since 1971 and we've 
grown to over 80 locations across North 


America. And while tastes have changed 


over the last 30-plus years, a 
truly satisfying restaurant 
experience combined with a bar 
that’s an inviting destination of its own 
have proven to be a winning combination. 
Were not a themed restaurant, we're not 
stuffy and we're affordable. What we are 
is a tried and true recipe for making a 


great steakhouse. 
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On behalf of the Trustees of The Keg 
Royalties Income Fund (the “Fund”), 
I am pleased to present our first 
Annual Report. I would also like to 
take this opportunity to welcome and 
thank the many Unitho ders who — 
have placed their trust in us du ng t 


TOP LINE GROWTH 


When the Fund was launched about a year ago, 


there were a number of key features which we 
believed would be attractive to Unitholders. 
Foremost among those was the top-line nature of 
the Fund: the Fund’s revenue is based solely on the 
top line revenues of Keg restaurants. The Keg had 
a strong track record of consistent revenue 
growth: total system sales had grown in each of 


the previous five years at a compound annual — 


growth rate of 7.5%, and same store sales had 
grown in each of the previous five years at an 
average annual rate of 6.0%. I am pleased to 
report that growth has continued in both cases: 
total system sales for calendar 2002 increased by 
8.5% to $282.8 million; same store sales for the 
year grew by 4.7%. The same store sales growth 


is a key metric for Unitholder yield growth and a — 
particularly impressive achievement for The Keg — 


in a year when overall industry same store sales 


growth was essentially flat. 


CONTROLLED EXPENSES 


Another important feature of the Fund’s structure 
is that the major operational expenses and capital 
expenditures associated with the restaurant 
business remain the responsibility of Keg 
Restaurants Ltd. (“KRL”) and its franchisees, 
thereby eliminating these business risks to the 
Fund. However, the Fund does have 
administrative and interest expenses of its own to 
manage on behalf of Unitholders; I am pleased to 


report that these expenses have come in as 
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budgeted and are expected to remain 
consistent for the coming year. 


ALIGNMENT OF INTERESTS 


The Fund is also designed to ensure the interests 


| KRL receives its share. This fe ure of the Fund 


ility for Unitholders, enabling the 
mburse KRL in a later year when 


performance improves. 


STRONG UNDERLYING BUSINESS 


The financial and operational strength of Keg 
Restaurants Ltd. is of significant importance to 
the Fund as it is this underlying business which 
provides the best insurance for Unitholders. The 
Keg has a thirty-plus year history which has 
created a highly renowned brand within the 
industry. In 2002, KRL once again achieved 
record levels of both sales and operating earnings. 
The Trustees are most pleased with this 
performance and consider it a good indication 


that The Keg brand continues to become stronger 


| _ each year. David Aisenstat, President & CEO of 
Keg Restaurants Ltd., will tell you more about the 


excellent year The Keg has enjoyed in his Report 
to Unitholders. 


RESULTS AS PROMISED 


In summary, the key elements of the 
Fund have materialized as expected a 
year ago. The result is that Unitholders 
have received distributions each month 
at an annualized rate of $1.08 per unit, which is 
just slightly more than the $1.075 expected at the 
time of the Fund’s IPO. Not only have there been 
no taxes payable within the Fund itself, but only 
70% of the distributions have been taxable in the 
hands of Unitholders, with the balance being 


treated as a return of capital. 


Thank you once again for the support you have 


demonstrated through your investment in The 


Keg Royalties Income Fund. We are 
confident that our royalty income 
fund structure will continue to serve 
Unitholders well. We are also 
confident that the management of Keg 
Restaurants Ltd. will continue to 
nurture and grow The Keg brand, enabling the 
Fund to not only maintain, but in all likelihood, 


increase distributions in the future. 


Oe 


C. C. Woodward 
Chairman, The Keg Royalties Income Fund 
May 15, 2003 
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KEG RESTAURANTS LTD. REPORT 
TO UNITHOLDERS 


On behalf of Keg Restaurants Ltd., its 
management, franchisees and 
employees, I am pleased to add our 
welcome to the Unitholders of The 
Keg Royalties Income Fund, and to 
present the audited financial 
statements of KRL for its fiscal year ended 


September 29, 2002. 


THE KEG ROYALTIES INCOME FUND 


On May 31, 2002, KRL sold the Keg Rights to the 
Fund. The Keg Rights are the trade marks, trade 
names, operating procedures and systems and 
other intellectual property used in connection 
with the operation of the Keg restaurants, and all 
goodwill associated therewith. KRL immediately 
entered into a Licence and Royalty Agreement 
with the Fund which gives KRL the exclusive 
licence to use the Keg Rights for a period of 99 
years in exchange for a royalty payment of 4% of 
the sales of Keg restaurants in Canada and the 
U.S. KRL remains a private company which 
continues to operate the Keg restaurant business 
and owns the majority of the individual Keg 
restaurants. It is this underlying business which 
makes the monthly royalty payments to the Fund, 
which in turn distributes those monies to the 
Unitholders. Therefore, the financial results and 
operational expertise of KRL are of importance to 
Unitholders of the Fund. Please be assured that 
KRL and its Management are very mindful of this 
serious obligation to the Fund and govern 


ourselves accordingly. 


RECORD SALES 


The foodservice industry in both Canada and 
the U.S. had a difficult year in 2002; in 
Canada, it was the most challenging year since 
the introduction of the GST in 1991. Despite 
this, The Keg once again enjoyed record sales 


and healthy increases in both total system sales 
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and same store sales, as Mr. 
Woodward noted in his report to 
Unitholders. 


CONTINUED GROWTH 


KRL also enjoyed record operating earnings in 
fiscal 2002. Even after the payment of the 
royalty to the Fund, KRL has sufficient cash flow 
to continue to grow the underlying business of 
The Keg. We grew the business in 2002 and are 
continuing to do so in 2003. In fiscal 2002, six 
new Keg restaurants were opened, while two 
older Kegs were replaced with better facilities in 
better locations in the same markets. So far in 
fiscal 2003, four new Kegs have already been 
opened, one of which replaced an older Keg in 
an existing market. Four more new Kegs are 
planned to open before the end of this fiscal year, 
one of which replaces an older Keg. Assuming 
we are able to meet our schedule and haye all of 
these restaurants opened by October 2, 2003, all 
eight new Kegs will be rolled into the Fund’s 
Royalty Pool on January 1, 2004. 


STEAKHOUSE FOCUS 


We are proud of The Keg’s continued prosperity 
and growth, especially in the current period of 
economic uncertainty and against the backdrop of 
a challenging industry environment. It is our belief 
that our continuing success is the result of 
maintaining a strong focus on one thing and one 
thing only: running great steakhouses and bars. 
There are some key elements to this challenge, and 
a great many small issues which must be 
continually addressed, but we have an 
experienced and devoted leadership group at The 
Keg which we consider to be an invaluable asset. 
This group continues to provide the leadership 
and direction that keeps all our resources focused 


on running great steakhouses and bars. 


A KEG SIZE® THANK YOU 


I would like to conclude my remarks 
by thanking the many people who 
have contributed to The Keg’s success over the 
past year: our guests visited The Keg over ten 
million times; our suppliers and advisors remain 
important partners. But most of all, I would like 
to thank the 6,500 Keggers across Canada and 
the United States who bring such energy and 
enthusiasm to work with them each day. It is this 
dedicated and spirited group that ensures these 
ten million guest visits are enjoyable and 


memorable, and that we will continue to earn the 


loyalty of our guests. So, not only to 
our Management and Administrative 
teams, but to each and every host, 
prepper, cook, busser, dishwasher, 
bartender and server — a Keg Size® toast and a 


Keg Size® thank you! 
Sincerely, 

See ees 
David Aisenstat 


President & CEO, Keg Restaurants Ltd. 
May 15, 2003 
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CREATING A DISTINCT CULTURE 
INSPIRES EMPLOYEES TO BE THEIR BEST. 


THE KEG ROYALTIES LNGOME FUND 


A key reason for The Keg’s success is 
the quality of its employees. We hire 
the best, and we empower them with 
expertise through our outstanding training 
programs. We let them be themselves and most of 
all, we love to present them with opportunities to 
grow professionally and personally. Walk into any 
Keg across North America and youll find Keggers 


to be outgoing, smiling, welcoming, 
with a genuine desire to please — Keg 
people have a service style that's 
unique and famous. Wherever they are located, 
Kegs are a home away from home, where 
customers are called guests and where an inviting 


culture will always welcome you with a smile. 
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Youll never hear anyone who walks 
into The Keg referred to as a 
customer. Because they are guests. 
The largest segment of Keg guests range in age 
from 18 - 44, have a higher-than-average 
income, are split equally male/female. The Keg 
Steakhouse & Bar has filled a gap in the hearts 


and minds of its target by avoiding themes, 


schemes and trendy quick fixes. 
Instead, a focused approach to being 

~ii great steakhouse has brought a 
new kind of honesty to the restaurant business. 
It's an atmosphere that encourages people to 
relax and be themselves. The food is excellent 


and always represents quality and great value. 


PAUNUENE URAC ERS EP ORRSTs 2) O10 72, 


EVERYBODY WHO LOVES A GREAT STEAK 
SHOULD BE ABLE TO HAVE ONE. 


A cornerstone of our continued 
success is our continued expansion. 
Whether we are upgrading existing 
locations, relocating to better real estate or 
launching our proven methodology in new 
markets, the design of our restaurants continue 


to evolve just like The Keg itself. This is critical 
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to avoid the “cookie-cutter” look 
and. feel that characterizes many 
casual restaurant groups. 

The West Coast Ski Lodge design was the 
original conceptual inspiration for The Keg. 
Today, the building design is a blend of 


traditional and contemporary. Features include 


(AVEO 


FG 


stone, ironwork and rich woods; comfortable leather seating. 


Cliff stone fireplaces, cozy booths All these materials work together in 


consistent fixtures. In the bar, the energy level the perfect gathering place for couples or 


and dramatic lighting are a well-planned layout that provides 


is kicked up a notch through the use of crowds, business associates or best friends. 


contemporary artwork, hardwood floors and 
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WHEN YOU’RE BUILDING A BRAND, 
IT SHOULD STAND FOR SOMETHING. 


The Keg has a distinct personality 


anda focus on being a great 


steakhouse. and advertising partners. Everything 
This is communicated both inside the from the national television advertising to the 
restaurants and in The Keg’s advertising and in-restaurant promotions has a focused, well 
promotional material. All marketing programs executed, consistent message. National and 
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are developed and implemented by 


The Keg’s marketing department 


segmentation research, point-of-sale 


regional television is the core of our 


strategy, however, other mediums material and annual promotions to 


such as billboards, magazine and take advantage of seasonal 


newspaper are utilized depending on the needs opportunities which add value that can be 
of the market. These brand-building efforts are passed on to The Keg’s guests. 


also bolstered by in-depth consumer 
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bot m line profit 


not subject to the variability of 
earnings or expenses associated 
with an operating business. The 
Fund’s only expenses are relatively minor 
administrative expenses, as well as interest on 
debt. No income or capital taxes are expected 
within the Fund, so the Fund’s cash flow will 


be distributed to Unitholders without 


deductions for these amounts. In 
2002, The Funds monthly 
distributions to Unitholders were 
9¢ per unit, which equates to annualized 
distributions of $1.08 per Fund unit. Of this 
amount, approximately 70% was taxable in the 


hands of Unitholders, with the balance 


considered return of capital. 
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THE KEG ROYALTIES INCOME FUND 


YEAR-END REPORT 


For the period from May 31, 2002 to December 31, 2002 
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HIGHLIGHTS 


Oct. 1, 2002 May 31, 2002 


($000’s except earnings per unit) to Dec. 31, 2002 to Dec. 31, 2002 
Gross sales reported by the 80 Keg 

restaurantsnithe:Royalty Pool ¥:vaccs scr as eee eieneienel ei oeee eee meer aerate $ 67,285 $ 157,547 
Royalty income ss, sgn esy.cis shai in oh eet ec ER at cee ee RE POD $ 6,356 
IMEreSt INCOME Bera weekecn Ls ie Gh syexeimuer a fe eesreneyeoe oe eMageds ToMOTEIS) Gut ore Eke CAE Reem ate ee 1,078 2,524 
G Roye-|eiireeyi1 | sore ene Se eee re ee re In COS yr SOc Oo ore Go OO GEO 3,807 8,880 
EXPENSES. so45 eas syetvse eS ars Wane chare aire tone oils en alts aud cM) aie Ronee ner Sweat (327) (700) 
INonzcontrollingsinterest OR een crete ee ee ee ee eee el ey hog (1,209) (3,075) 
Earnings for the period 5 2... V’ctoctolaye ow otatstage wos tle at ole) ou eeast st wena i oe meen Seed $ 5,105 
Basic and diluted earnings per Fund unit 2 4.7. oe eee oe ee eee ee $ p19 $ 63 


Represents the effective interest of KRL in the earnings of the Fund 


MANAGEMENT DISCUSSION AND ANALYSIS 


OVERVIEW 


On May 31, 2002, the Fund, through its subsidiary The Keg Rights Limited Partnership (the “Partnership”), purchased 
the Keg trademarks and related property (collectively the “Keg Rights”) from KRL. The Partnership, in turn, granted 
KRL an exclusive licence to use the Keg Rights for a term of 99 years pursuant to a licence and royalty agreement. This 
agreement obligates KRL to make a monthly royalty payment equal to 4% of the system sales of Keg restaurants in 
Canada and the United States. There are currently 80 Keg restaurants in the Royalty Pool and an adjustment to the 
Royalty Pool will be made annually to provide for the addition of any new Keg restaurants which have been opened in 
Canada or the United States. 


The Fund’s operating expenses are limited to administration expenses, interest on long-term debt and amortization of 
deferred financing fees. 


KRL effectively owns 10% of the units of the Fund on a fully diluted basis through its ownership of Partnership units 
and has the obligation to pay a monthly royalty to the Fund. 
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SYSTEM SALES 


The Fund’s income is based on a royalty of 4% of system sales. System sales are therefore of great importance to the Fund 
and its unitholders. The following table sets out system sales for the periods indicated below: 


13 weeks ended 


($000’s ) December 29, December 30, 
2002 2001 

DP mpenAT EK Ge est Iles cinn. s tren Ry ch i cite Ne Ree aa Wh es oe Aad $ 42,236 $: 39,5728 

REN Re URCCCECSEALIGATICGIo) euegete IMS a Ae, Ste ERASING BGA Stal w ola ale hahaa 30,845 27,474 

“opel SSS Gil GO ie pace ee err are a ae a re $ 73,081 $ 67,202 


™ The amount of system sales for the franchised Keg restaurants is the amount of gross sales reported to KRL by franchised Keg 
restaurants without verification by KRL and includes the gross sales of a joint venture restaurant located in Coquitlam, British 


Columbia. 


System sales for the 13 weeks ended December 29, 2002 were $73.1 million compared to $67.2 million for the 13 weeks 
ended December 30, 2001, an increase of $5.9 million or 8.7%. In the 13 weeks ended December 29, 2002, three new 
Keg restaurants were opened while none were closed. During the same period in the prior year, three new Keg restaurants 
were opened while one Keg restaurant was closed and two Keg restaurants were relocated. As at December 29, 2002 
there were a total of 84 Keg restaurants as compared with the 82 restaurants at December 30, 2001. Sales of comparable 
restaurants, that is, those restaurants that operated during the entire period of both the current and prior year increased 
1.6% over the same period in the prior year. 


THE ROYALTY POOL 


Annually, on January 1, the pool of Keg restaurants on which KRL pays a royalty (the “Royalty Pool”) to the Partnership, 
a subsidiary of The Fund, will be adjusted to include the gross sales from new Keg restaurants opened on or before 
October 2 of the prior year, less gross sales from any Keg restaurants that have permanently closed during the year. In 
return for adding these net sales to the Royalty Pool, KRL will receive the right to indirectly acquire additional Fund units 
(the “Additional Entitlement”). The Additional Entitlement is calculated as 92.5% of the royalty revenue added to the 
Royalty Pool, divided by the yield of the Fund units. KRL receives 80% of the Additional Entitlement initially, with the 


balance received when the actual full year performance of the new restaurants are known with certainty. 


On January 1, 2003 three new Keg restaurants opened during the period from April 1, 2002 through October 2, 2002 
were added to the Royalty Pool. The gross sales of these new restaurants have been estimated at $14.0 million annually. 
Two permanently closed Keg restaurants with annual sales of $3.8 million have been removed from the Royalty Pool, 
resulting in an estimated net increase in Royalty Pool sales of $10.2 annually. The total number of restaurants in the 
Royalty Pool has increased to 81. The yield of the Fund units was determined to be 11.25% calculated using a weighted 
average unit price of $9.60. As a result of the contribution of the additional net sales to the Royalty Pool, and assuming 
100% of the Additional Entitlement, KRL’s Additional Entitlement will be 336,689 Fund units, being 3.58% of the issued 
and outstanding Fund units on a fully diluted basis. KRL will also receive a proportionate increase in monthly 
distributions from the Fund. Including the Additional Entitlement described above, KRL has the right to exchange its 
units in the capital of the Partnership for 1,242,633 Fund units, representing 13.22% of the Fund units on a fully diluted 
basis. The balance of the Additional Entitlement will be adjusted to be effective January 1, 2003 once the actual 
performance of the new restaurants have been confirmed. All Fund units obtained by KRL in exchange for these 
Partnership units are subject to a contractual resale restriction, which expires on May 31, 2005. 
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OPERATING RESULTS 


For the period from May 31, 2002 to December 31, 2002 royalty income was $6,356,000 based on system sales of 
$157,547,000 from the 80 Keg restaurants in the Royalty Pool. 


Operating expenses for the period ended December 31, 2002 were $700,000 and included general and administrative expenses 
of $224,000, interest on the long-term debt of the Fund in the amount of $409,000 and amortization on the deferred financing 
charges of $67,000. 


Net earnings of the Fund were $5,105,000 resulting in earnings per trust unit of 62.6 cents. Cash available for distribution 
to unitholders during the period amounted to 63.3 cents and distributions of 63.0 cents have been declared. It is anticipated 
that the monthly distribution to unitholders of 9.0 cents per unit will remain at least at this level for the next fiscal year, which 
equates to an annualized distribution of $1.08 per unit. 


OUTLOOK 


While the food services industry as a whole is experiencing its slowest growth in over a decade during 2002, system sales at 
the Keg remain strong, as noted herein. Above all else, KRL intends to remain focused on running great steakhouses and bars. 
The Keg has earned the loyalty of its guests by consistently offering great food, service and atmosphere and by avoiding 
themes, gimmicks and fads. 


KRL expects to further increase marketing expenditures this year as a direct result of the increase in system sales. Current 


marketing strategies will be largely maintained, as results have been favourable, particularly in Canada. 


New Kegs are scheduled to open in Canada and the United States, both in new markets and as replacements of older facilities 
in existing markets. The Keg’s longstanding policy of ongoing redecoration and refurbishment of existing restaurants remains 


in place and continues in most instances to generate sales increases in those units. 


KRL expects that a continuing focus on operational excellence, coupled with its successful marketing programs and growth 
strategy, position the Keg to continue to outperform the industry in terms of sales growth. This should result in increased 
distributions to unitholders and enhance the value of the Keg Rights owned by the Fund. 


RISKS AND UNCERTAINTIES 


The Fund continues to recognize certain risks and uncertainties associated with the ordinary course of business, including 


those associated with the business and operations of KRL, upon which the Fund relies solely for its income. 


FORWARD LOOKING INFORMATION 


The information provided in this report includes forward-looking statements with respect to business plans, activities and 
events anticipated by the Fund and the Fund’s future results. Although the Fund believes that assumptions underlying such 
statements to be reasonable, any of the assumptions may prove to be inaccurate and, as a result, the forward-looking 
information may prove to be incorrect. The forward-looking information contained in this document is current only as of the 
date of this document. There should not be an expectation that such information will in all circumstances be updated, 


supplemented or revised whether as a result of new information, changing circumstances, future events or otherwise. 
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AUDITORS’ REPORT TO THE UNITHOLDERS OF THE 
KEG ROYALTIES INCOME FUND 


We have audited the consolidated balance sheet of The Keg Royalties Income Fund at December 31, 2002 and the 
consolidated statements of earnings, unitholders’ equity and cash flows for the period from the date of establishment on 
April 12, 2002 to December 31, 2002. These financial statements are the responsibility of the Fund’s management. Our 


responsibility is to express an opinion on these financial statements based on our audit. 


We conducted our audit in accordance with Canadian generally accepted auditing standards. Those standards require 
that we plan and perform an audit to obtain reasonable assurance whether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the 
financial statements. An audit also includes assessing the accounting principles used and significant estimates made by 


management, as well as evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of the 
Fund as at December 31, 2002 and the results of its operations and its cash flows for the period then ended in accordance 


with Canadian generally accepted accounting principles. 


LPM Cree 


Chartered Accountants 
Vancouver, Canada 


February 7, 2003 
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CONSOLIDATED BALANCE SHEET 


(Expressed in thousands of dollars) 
As at December 31, 2002 
ASSETS 


Current assets: 


Accounts: receivable a see. seats <8 a oueraehe ate sie eee ane ER OP $ 1 
DUS icon se enone Wil (KOS SS), acagscouecvocrobabdudoroocegeondougecoecnaoucec 1,558 
Prepaid:expenses’and' deposits: .0.0<ciia cic cote Rone rote te nm ee ne re nen ore rene eee ee 25 
1,584 

INoyre mxconiglolls icon KS Reseuireraus ILinel, (MOS ©) oo coc cannccanGovacdesdosoaao gs wound aooo: 57,000 
Intangible: assets (motes)! v5 koe ti sree a tle ate deal ake Gee nietaytectiee ened ave te ene er nen eee 113,547 
Deferred financing charges <2... a.cisha eee ere a ea a eRe Le een ane eee ee 278 
$ 172,409 


LIABILITIES AND UNITHOLDERS’ EQUITY 


Current liabilities: 


Bank indebtedness*(riote 8)" 0 oie oe ee een eee ee ree eters ee ee $ 40 
Nccounts pay ablevandtaccruedilialbilittcsme see nein area erent Rte nae ata eee eter eee SiS) 
Interest payable on ten loan” ss «owe cn cre rere eee ne Oe ee eee eee ere ee i 

DG UM wIOINS PENS coy lewiavel WIM NONOES occ cgocoscedboovpesuauco Co oOusGCOosEC SOMO HOE EE 734 
Distributions payable to nonm-controllinganterest ee re eee ee ee 460 
1,556 

Tern loan’ (mote 9)" Soe eae ee eee ne nee Re ee ne en 14,000 
Nonrcontrollineainterest: (note li Were amen crcr ernment eerie cena team ne Retest ee nee re Pre meee 83,050 
Unitholdersequity. aio% <acata ere do kere ol eras tee ae ete ee ee 73,803 


$ 172,409 


Subsequent event (note 14) 


See accompanying notes to consolidated financial statements. 


Approved on behalf of the Board of Trustees 


Se Mjed 


C.C. Woodward, Trustee George Tidball, Trustee 
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CONSOLIDATED STATEMENT OF EARNINGS 
(Expressed in thousands of dollars) 
April 12, 2002 
to December 31, 


2002 
Gross sales reported by Keg restaurants in the Royalty Pool (Note 3) ........ 0.0.00. ee eee ee eee $ 157,547 
Revenue: 
RN AREY AIC OTIC HINOLERS) ioe Parae ep emeecte. He aeMMee tna ot ue tyees Ohne svn n: ach aa ally aie seca aicdy ada Ane eR EU ei oteuans $ 6,356 
LELeS CINCOM Ces ae ewe aNd cee Mem meee Fancy olny eet veteran Mn oreo rigs Sim dravn ln vec uau ni anear Geter aes 2,524 
8,880 
Expenses: 
cer ra RailcnacininIStGAatlvie.psiae th ceetors telat ©. 20S Gee eae eho EE he ORE Soe 224 
POPS G ELAN ATIGLENOTECE SORT yA X MN ae Ses Asie tRNA Mes gis Glade Sie a's Hid Ble oe kl he RUMOR ed 409 
Puma eicamOnmOmdcterieG UASNCcing Chatees, 54 cee seek oo eee ea elec sea a eos eee 67 
700 
Aare smDCeOse NON =CONtrOLIN SaNiCCLESCN fcher oe cccls lop wel Genser ble cw are) sl chlo Meal gps Pals LN Mee ee ae 8,180 
IN@rn=ctorayewell Ne NM ee oer cw Geren sake oc iat Ales, ct Ae RGus ate get CCR err eee cae as ea cer 3,075 
INetreanminecho rabies DetlOdtrr cer save tenseata! Pakew ois cetoea aoe oat oa re eee eats See ute one uel ov alet mane Biotec. uote ene $2) 5;105 
pasicnanaecciveed earnings per Fund Unit (8,153,500 units) 2 io. be aS eu waele sa a sens owes ee $ 0.63 


CONSOLIDATED STATEMENT OF UNITHOLDERS’ EQUITY 
(Expressed in thousands of dollars) 
April 12, 2002 
to December 31, 


2002 
Ba vamcemie pr inimiip OPPAIO” Waseca ty austere a kety ack 1 use a tee Re oe ns Nios Ourr a deat Airis SRR RMN $ - 
Isstierots RundsUinitsenet Omissue-cOStsa MOtewlil) mamrsicrsiceerars cr -nee iN enn wen menen erence u eae nena ew ren ernest 73,835 
INGSERGAIGININNES o igin ase Rito Odie OO nO a dao mere Old 8pm SlonWae 0 '0,6,D.0 Gokenorae Done wis oer SOS) 
Distubutionsipaid co Purid unitholders:.-2ei05, 0. te coe he Ae nee ee eis a toons ht ere ew rel eend 6 (4,403) 
Distribucions payable tOcrurd uinitholdecs: ese oxen sees somes) erie ccom see een a ailny o Syevm Rie aye st Sloe (734) 
Ralanceyendbatipertod ince aes davai eset Soe. ont ed ce RoE AS MWA NW Ae RES OME as $ 73,803 


See accompanying notes to consolidated financial statements. 
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CONSOLIDATED STATEMENT OF CASH 


(Expressed in thousands of dollars) 


FLOWS 


April 12, 2002 
to December 31, 


2002 
Cash provided by (used for): 
OPERATIONS: 
Netiearmings forthe period: cr.g) tree e arene enonces chon cheney cactee de mated een or ea est Seen sar nate ae ee 5,105 
Items not involving cash: 
Amortization of deferred charges acc $i. = stele) ig mo ee ese a hg ree 67 
Non-controlling interest 2\yevstsrics eas Sirsa ee ecw We etnies eee ecw Gece mn eee eee eee 3,075 
Change in non-cash operating working capital (note 13(a)) aac) one (1,262) 
6,985 
INVESTMENTS: 
Acquisition:-of Keg Rights (note), Sarcsd oes een occ Cha vakeee eae cl eae ee ee are ree 30,488) 
INotemeceival] cstromisNersNestaunartsy etc (mOter6) leleenel eta me ie went ne neneaen nie een nea aon (57,000) 
87,488) 
FINANCING: 
Diksiimloyennoyns joenel ao leunavel wiandMOllSeS soocoocndooosdcodv ob bos omuo us udadaEC UES oOUDONE (4,403) 
Distributions paid to non-controlling interest <2. 22) ack ee eee (2,624) 
Issuance of Fiid Units:s.cnissesoee ates sec Ie Oe ES oo er ey ee 815385 
Gostsof issuance of Fuma slimes? cites se ac eee ene re (7,700) 
Broceedsstromn terri toa a4 ceca tis teed ext atte ee me meee RES Ro eae 14,000 
Deferredehinancine;charcess..). sca eaee ai ok yea CeO oe Pre Cee eR ee ee eee (345) 
80,463 
Increase.in, bank indebtedness, ..oeueann ferns eee eo eee Rete ea herent tee 40 
Bank indebtedness, beginning of period|ivy cyte piace eae eon ier cet een ee - 
Bankindebtedness,:endiob peciodwaiciaanas steals RAR ear ee A oN onan ae ee 40 


See note 13(b) for supplementary cash flow information 


See accompanying notes to consolidated financial statements. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(Tabular amounts expressed in thousands of dollars) 


For the period from April 12, 2002 (establishment) to December 31, 2002 


ORGANIZATION AND NATURE OF BUSINESS: 


The Keg Royalties Income Fund (the “Fund”) is an unincorporated open-ended limited purpose trust established 
under the laws of Ontario with the authority to issue an unlimited number of Trust Units (“Units’). The Fund was 
established to invest in The Keg Rights Limited Partnership (the “Partnership”), which owns the trademarks, trade 
names, operating procedures and systems and other intellectual property (collectively, the “Keg Rights”) used in 
connection with the operation of Keg Steakhouse and Bar restaurants. Pursuant to the Declaration of Trust of the 
Fund, an amount equal to all income of the Fund, together with the non-taxable portion of any net capital gain 
realized by the Fund, will be distributed by the Fund to its unitholders each year. As a result, the Fund will generally 
not be liable for income taxes. Income tax obligations related to the distributions by the Fund are obligations of 
the unitholders. 


The business of the Partnership is the ownership of the Keg Rights and through a Licence and Royalty Agreement 
(the “Licence and Royalty Agreement”) with Keg Restaurants Ltd. (“KRL”) to exploit the use of the Keg Rights and 
the collection of the Royalty payable under the Licence and Royalty Agreement. KRU’s principal activity is the 
operation and franchising of Keg Steakhouse and Bar restaurants in Canada and the United States. 


SIGNIFICANT ACCOUNTING POLICIES: 


Basis of presentation: 

These consolidated financial statements include the accounts of The Keg Royalties Income Fund, its wholly-owned 
subsidiary The Keg Holdings Trust (“KHT”), its 90% owned subsidiary The Keg GP Ltd. (“KGP”) and the 
Partnership (collectively, the “Companies”). The KGP is the managing general partner of the Partnership. All residual 


ownership of the Companies is either directly or indirectly controlled by KRL and has been recorded as non- 


controlling interest. 


The consolidated financial statements have been prepared in accordance with Canadian generally accepted 
accounting principles and are for the period from the date of establishment on April 12, 2002 to December 31, 2002. 


All significant intercompany transactions have been eliminated. 

Revenue recognition: 

Royalty revenue is equal to four percent of gross sales of specific Keg Steakhouse and Bar restaurants in Canada and 
the United States, and is recognized on an accrual basis for four or five week periods, depending on the number of 


weeks in the corresponding KRL reporting period. 


Interest revenue is recognized and accrued for when earned. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(Tabular amounts expressed in thousands of dollars) 


For the period from April 12, 2002 (establishment) to December 31, 2002 


De 


(c) 


SIGNIFICANT ACCOUNTING POLICIES (CONTINUED): 
Intangible assets: 


Intangible assets consisting of the Keg Rights are recorded at cost. The Keg Rights are not amortized as they have 
an indefinite life. Management of the Fund reviews the carrying value for the intangible assets at least annually, 
taking into consideration any events or circumstances which might have impaired the carrying value. If a permanent 
decline in the carrying amount is determined, the intangible assets are written down to their estimated net 


recoverable amount. 
Deferred financing charges: 


Deferred financing charges relate to the term loan and are amortized on a straight-line basis over the three-year term 
of the loan. 


Distributions to Fund unitholders: 


The amount of cash to be distributed to Fund unitholders is determined with reference to distributable cash, which is 
calculated as net earnings adjusted for amortization, non-controlling interest, repayment of principal and interest on 


term loans and distributions by the Partnership to the holder of the non-controlling interest. 


Distributions to Fund unitholders are made monthly, based upon distributable cash less cash redemptions of Fund 
Units, and are subject to the Fund retaining such reasonable working capital reserves as may be considered 
appropriate by the Trustees of the Fund. 


Earnings per Fund Unit: 


The earnings per Fund Unit are based on the weighted average number of Fund Units outstanding during the period. 
Diluted earnings per Fund Unit are calculated to reflect the dilutive effect of the holder of the non-controlling interest 
exercising its right to exchange its Class A Units and Class B Units of the Partnership into Fund Units. 


Use of estimates: 


The preparation of financial statements in conformity with Canadian generally accepted accounting principles 
requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities at 
the date of the financial statements and the reported amounts of revenues and expenses during the reporting period. 
Significant areas requiring the use of management estimates relate to the determination of impairment in the value of 


assets, useful lives for amortization and provisions for contingencies. Actual results could differ from those estimates. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(Tabular amounts expressed in thousands of dollars) 


For the period from April 12, 2002 (establishment) to December 31, 2002 


ee 


(h) 


SIGNIFICANT ACCOUNTING POLICIES (CONTINUED): 
Financial instruments: 


The Fund’s financial instruments consist of cash, accounts receivable, note receivable, accounts payable and accrued 
liabilities and the term loan. Management estimates that the fair values of these financial instruments approximate 
their carrying values. It is management’s opinion that the Fund is not exposed to significant interest or credit risks 


arising from these financial instruments. 
GROSS SALES: 


The gross sales reported by the 80 Keg restaurants on which KRL pays a royalty (the “Royalty Pool”) are from 
May 31, 2002 to December 31, 2002. 


The royalty payment from KRL to the Partnership is four percent of system sales for such period reported by Keg 
restaurants in the Royalty Pool plus a make-whole payment based on four percent of lost system sales. System sales 
for any period and for any Keg restaurants located in Canada and the United States, as defined in the Licence and 
Royalty Agreement, means the gross sales by such Keg restaurants for such period. Lost system sales, in respect of 
any Keg restaurant that has permanently closed during such period, means an amount based on the amount of 
system sales for such restaurant for the Initial Keg Restaurant Period. For the period from May 31, 2002 to 
December 31, 2002, the Initial Keg Restaurant Period is the 52-week period ended March 31, 2002. The make- 
whole payment is based on two restaurant closures for the period from May 31, 2002 to December 31, 2002. 


May 31, 2002 
to December 31, 
2002 
System sales reported by Keg restaurants in the Royalty Pool ...... 0... 0-0. eee eee eee eee $ 157,547 
Royalty income at 4% of system sales reported above ... 11.1... se cee ee ence eee eee eens $ 6,301 
Make-whole payment, based on 4% of lost system sales «1... 2... eee eee eee ee eee eee a) 
Ota OW alty INCOME |f1cls 2 vie ole sia ae osc ahcl slave he # cosh rchere he Geeuohes catenin oleyare) shots oUt ene $ 6,356 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(Tabular amounts expressed in thousands of dollars) 
For the period from April 12, 2002 (establishment) to December 31, 2002 


4. DISTRIBUTABLE CASH: 


April 12, 2002 
to December 31, 
2002 
Earnings forthe period ssi. wai sek. SR ey See $0 SOS 
Amortization of deterred financing charges: 2555-5. oi = ois = cree ne cae ae ee er 67 
Non-controllingimterest: < cuca o Gee eee ci eR eee ee ae S075) 
8,247 
Distributable cash required. for: non-controlling mterest 2.4... oo. rn (3,084) 
Dissrbumalole cach ayeullalole ivore lumyel wimitdnOlOlseS 25 5000co moon ocoovoasvoveootbcusoeba sone ie wil? 
BRISKe araGl chinnéel chisidommAile Gasn joce Funxel Uinvic (GL SS00 wins) cocccsccocsccnscccusacas $ 0.63 


Distributable cash is not an earnings measure recognized by generally accepted accounting principles (“GAAP”) and 
therefore may not be comparable to similar measures presented by other issuers. Basic and diluted distributable cash 


per Fund Unit is computed on a basis consistent with that described by GAAP for computing earnings per Fund Unit. 


5. DUE FROM KEG RESTAURANTS LTD.: 


Royalty: fee,-inchuditig (GSimeOf $78.05, se ces eestor ep ees see re BP ect er S$ 1495 
Intérest om note receivable! from: Keg Restaurants: Ltda uote 6) meas tn ene ae eee net ne eee 363 
$ 15526 


The above amounts were received from KRL subsequent to December 31, 2002 to facilitate the January 31, 2003 
distribution to Fund unitholders. 


6. NOTE RECEIVABLE FROM KEG RESTAURANTS LTD.: 


Note receivable with interest payable monthly at 7.5% 
per-annum. and principal amount duesMay\3 1) 204207, a. ssn sa en ee ee $ 57,000 


The note is secured by a general security agreement and may not be assigned without the prior consent of KRL. 

7. ACQUISITION OF KEG RIGHTS: 
On May 31, 2002, the Fund acquired the Keg Rights for $113,546,820 of which $30,487,380 was paid in cash, 
$9,059,440 was paid by the issuance of 905,944 Class A Partnership Units, $17,000,000 was paid by the issuance 


of 3,376,700 Class B Partnership Units and $57,000,000 was paid by the issuance of 5,700,000 Class C 
Partnership Units. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(Tabular amounts expressed in thousands of dollars) 


For the period from April 12, 2002 (establishment) to December 31, 2002 


7. 


10. 


ACQUISITION OF KEG RIGHTS (CONTINUED): 


Concurrently with the acquisition of the Keg Rights, the Partnership granted KRL a licence to use the Keg Rights for 
a term of 99 years for which KRL pays the Partnership a royalty of four percent of the system sales reported by KRL 
for restaurants included in the Royalty Pool, as defined in the Licence and Royalty Agreement (note 3). 


OPERATING LINE OF CREDIT: 


The Fund has a demand operating facility of up to $2,000,000 to fund the Partnership’s working capital 
requirements and for general purposes. The facility bears interest at bank prime plus 0.25% and is repayable on 
demand. As at December 31, 2002, $1,951,188 of the facility was available. The facility is collateralized as part of 
the Term Loan (note 9). 


TERM LOAN: 


The Fund has a term loan in the amount of $14,000,000. The facility bears interest at bank prime plus 0.375% and 
matures on May 31, 2005. A general security agreement over the assets of the Fund is provided as security. 


NON-CONTROLLING INTEREST: 


lasso Neh artmens tip Wits gece cal cy an os <yetaarsy - oy houswor pateea lee tyes Salo edad ole shabe eels ae 059 
Glaesapabartipersiiip Waits. oes hott ey resner cleans alain your vee @ucoie emraeee « taeretep bale algerie) =a e)-) oe pele wale 17,000 
@laest) Partnership, Winits o. Gcteytae cna be serous ued ae para were eu eegtr badd ahefeueee oiebeiete le oie Bahng 57,000 
Non-controlling interest in earnings of the Partnership .... 1.2.6.0 ee eee eee eee eee ee ee see 3,075: 
Distributions paid to non-controlling interest’ 54. «2. se oe oe ae ee eee le ee (2,624) 
Distributions payable to non-controlling interest ... 2... 61 e eect nee eee eee ee eens (460) 

$ 83,050 


The Class A Partnership Units (“Class A Units”) are entitled to a preferential proportionate distribution equal to the 
distribution on the Class C Partnership Units (“Class C Units”), multiplied by the number of Class A Units divided 
by the number of Limited Partnership Units (“LP Units”) issued and outstanding. KHT holds all of the 8,153,500 
LP Units issued and outstanding at December 31, 2002. The LP Units are eliminated upon consolidation of the Fund. 
In addition, the Class A Units receive a residual distribution proportionately with the Class B Units (“Class B Units”), 
LP Units and General Partnership Units relative to the aggregate number of each class issued and outstanding (or in 
the case of the Class B Units, the number issued and outstanding multiplied by the Class B current distribution 
entitlement). Class A Units are exchangeable for Fund Units on the basis of one Fund Unit for one Class A Unit. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(Tabular amounts expressed in thousands of dollars) 
For the period from April 12, 2002 (establishment) to December 31, 2002 


10. NON-CONTROLLING INTEREST (CONTINUED): 


The Class B Units will be entitled to a preferential proportionate distribution and a residual distribution based on 
the incremental royalties paid to the Partnership from new Keg restaurants. The distribution entitlements of the 
Class B Units are adjusted annually on January 1 beginning in January 2003 (note 14). Class B Units are 
exchangeable for Fund Units based upon a defined calculation that itself is based on system sales from new 
restaurants. As at December 31, 2002, the Class B Units are not entitled to receive distributions and cannot be 
exchanged for Fund Units. 


The Class C Units are entitled to a preferential monthly distribution equal to $0.0625 per Class C Unit issued 
and outstanding. KRL, the holder of the Class C Units has the right to transfer Class C Units to KHT, in 
consideration for the assumption by KHT of an amount of the note receivable from KRL equal to $10.00 per 
Class C Unit transferred. 


All Fund Units obtained by KRL in exchange for the above Partnership Units are subject to a contractual re-sale 
restriction, which expires on May 31, 2005. 


11. UNITHOLDERS’ EQUITY: 


The Declaration of Trust of the Fund provides that an unlimited number of Fund Units may be issued. Each Fund 
Unit is transferable and represents an equal undivided beneficial interest in any distributions of the Fund and in the 
net assets of the Fund. All units have equal rights and privileges. Each Fund Unit entitles the holder thereof to 
participate equally in the allocations and distributions and to one vote at all meetings of Fund unitholders for each 
whole Fund Unit held. The Fund Units issued are not subject to future calls.or assessments. 


Pursuant to the Declaration of Trust, the holders (other than the Fund or its subsidiaries) of the Class A Units and 
Class B Units are entitled to vote in all votes of Fund unitholders as if they were holders of the number of Fund Units 
they would receive if Class A Units and Class B Units were exchanged into Fund Units as of the record date of such 
votes, and will be treated in all respects as Fund unitholders for the purpose of any such votes. 


Fund Units are redeemable at any time at the option of the holder at a price based on market value as defined in the 
trust agreement, subject to a maximum of $50,000 in cash redemptions by the Fund in any one month. The 
limitation may be waived at the discretion of the Trustees of the Fund. Redemption in excess of these amounts, 
assuming no waiving of the limitation, shall be paid by way of a pro-rata distribution of Partnership securities held 
by the Fund. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(Tabular amounts expressed in thousands of dollars) 
For the period from April 12, 2002 (establishment) to December 31, 2002 
11. UNITHOLDERS’ EQUITY (CONTINUED): 


On May 31, 2002, the Fund issued 8,153,500 Fund Units at $10.00 per Unit pursuant to a public underwriting. 
Expenses of the offering amounted to $7,700,000 and were charged to Fund unitholders’ equity. 


igeme ol Trina Ufnnits (CESS) SOOM) 9g Sap oe ou Gop bo oboe oo momo aaa cme co coos om oro $ 81,535 
ercPese GL fie OLChING are iris Give Bele nase eet hare stg ores Ska Eww Wis Mle sis DeLaewicayels (7,700) 
§ FBR 


12. ADMINISTRATION AGREEMENT: 


The Fund has entered into an administrative agreement with its subsidiary, the Partnership, whereby the Partnership 
will provide or arrange for the provision of services required in the administration of the Fund. In turn, the 
Partnership has arranged for certain of these services to be provided by KRL in its capacity as a partner of the 
Partnership. For the period from April 12, 2002 to December 31, 2002, KRL provided these services at no cost to 
the Partnership. 


13. SUPPLEMENTARY CASH FLOW INFORMATION: 


April 12, 2002 
to December 31, 
2002 
(a) Change in non-cash operating working capital: 
QT TASST AS a eis 6 oe coon © nid as cao olde oo aise ene 6 SO oo Boeri Caen o $ (1) 
Dietromikes Restaurants Utd. \(note.5)) aioe noo oe ete eee Se aie ene la ovals (1,558) 
Prepaid expense.and deposits =. 4.4.55. 0s ae heals aioe tio ee wen y ayers (25) 
Accounts payable-and accrued Itabilities” 220.02 Se ja ataeele we ei ae ee eee oe yes te eae oi 315 
Hviterest payables argc edocs mia) «rs onc stories suelo hasta ty Stem Rep Rt ones enue’ © cyel=areis seer Sma vu 
$ (1,262) 
(b) Supplementary information: 
RE TESECeCERV OCCT cree ie eerie tee i te he ee Pe nerve eye eM Rade etn a hiteree sre vana.d ot tis S$) 216 
Heree rest Pai eam ct ee eee: etal opt nt ee se eterna aifet ee oe Simicyisyetuccr ym) war ate ey sitie! ogee oie 401 
Non-cash transactions: 
Acquisition of the Keg Rights in exchange for the following: 
GlassuAtParinersiip Unitseae ihr ver tae oe oem or ae > ts > 95059 
Class Partmersnip UnetS tye etre tivo oa oh lapeln cholo cieumeh ars clei ams) is oiake sie mye mce we eure 17,000 
Glass(G Partnersiip Wmits i fies. cons 21s ane tors auayelerentien se iltasc r= So ms) as Seow eal alien n= 57,000 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(Tabular amounts in thousands of dollars) 
For the period from April 12, 2002 (establishment) to December 31, 2002 


14. SUBSEQUENT EVENT: 


Annually, on January 1, the Keg restaurants in the Royalty Pool on which KRL pays a royalty to the Partnership, a 
subsidiary of the Fund, will be adjusted to include the gross sales from new Keg restaurants opened on or before 
October 2 of the prior year, less gross sales from any Keg restaurants that have permanently closed during the year. 
In return for adding these net sales to the Royalty Pool, KRL will receive the right to indirectly acquire additional 
Fund Units (the “Additional Entitlement”). The Additional Entitlement is/calculated as 92.5% of the royalty revenue 
added to the Royalty pool, divided by the yield of the Fund Units. KRL receives 80% of the Additional Entitlement 
initially, with the balance received when the actual full year performance of the new restaurants is known with 


certainty. 


On January 1, 2003, three new Keg restaurants opened during the period from April 1, 2002 to October 2, 2002 
were added to the Royalty Pool. The gross sales of these three new restaurants have been estimated at $14.0 million 
annually. Two permanently closed Keg restaurants with annual sales of $3.8 million have been removed from the 
Royalty Pool, resulting in an estimated net increase in Royalty Pool sales of $10.2 million annually. The total number 
of restaurants in the Royalty Pool has increased to 81. The yield of the Fund Units was determined to be 11.25% 
calculated using a weighted average unit price of $9.60. As a result of the contribution of the additional net sales to 
the Royalty Pool, and assuming 100% of the Additional Entitlement, KRL’s Additional Entitlement is equivalent to 
336,689 Fund Units, being 3.58% of the issued and outstanding Fund Units on a fully diluted basis. KRL will 
also receive a proportionate increase in monthly distributions from the Partnership. Including the Additional 
Entitlement described above, KRL has the right to exchange its units in the capital of the Partnership for 
1,242,633 Fund Units, representing 13.22% of the issued and outstanding Fund Units on a fully diluted basis. All 
Fund Units obtained by KRL in exchange for these Partnership units are subject to a contractual resale restriction, 
which expires on May 31, 2005S. 
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KEG RESTAURANTS LTD. 


YEAR-END REPORT 


For the 52 weeks ended September 29, 2002 


Provided as a supplement to the financial statements of The Keg Royalties Income Fund. 


Go 
Oo 
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FINANCIAL HIGHLIGHTS 


The following table sets out selected financial information and other data of Keg Restaurants Ltd. (“KRL”), which should 


be read in conjunction with the attached audited year-end consolidated financial statements of KRL. 


SELECTED FINANCIAL INFORMATION OF KRL 


52 weeks ended 


September 29, 
2002 


September 30, 


2001 


(in thousands of dollars) 


System Sales Or o5 geccskhs ciate’ oals rca oan Seatattol cireweea? opeveietaten oh eeu bersce rece meaner tet oyses $ 276,994 $ 258,011 
Corporate restaurant sales) 27 jae nes Sa re re emcee $ 162,375 $ 159:462 
Retail:operating contribution. au anes es ae ee ee eee ere $ 122 $ - 
Franchise fee:incomes 2-29 eee oe a Rae eee See Eee ee eee 55235 4,465 
Operating costsiandexpemsesi: aes ters eet On race ts ache ae (IS32977)) (GIS 3} 527) 
Operating earnings: a. icici trot. 5 596) ow ie epee wer otieite a cis Fone ecole le OR PRIS chen eee $13,755 $ 123252 
ial NiaaotsojiNoey) hence Gund o oo OG oe TOO CaO ERO Soon Gad os Oa ao no a eH nO JOT - 
Royalty fee expenses... ccyidvas Sorta tae eae IO BR ee ne (3,628) - 
Executive bomusios Jena {ee io ari Oona ee ane ae ee eee (2,410) - 
EBTU DAO es: 5 ceew ict oss areia, dl acmialcielain cate hen owal Gore otemetoneire ne tetatetats are wecronetape! $ 9,484 Sel 2252) 
Notes: 


Represents the gross sales of all restaurants owned by KRL and the gross sales reported to KRL by franchised Keg restaurants 


without independent audit. 


located in Coquitlam, BC. 


Keg Royalties Income Fund, which began on May 31, 2002. 


based on several criteria including the profitability of KRL. 


(6) 


Canadian Generally Accepted Accounting Principles. 
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Includes gross sales for all restaurants owned by KRL and its proportionate share of gross sales from a joint venture restaurant 


Represents the revenue net of related expenses of a wholly owned subsidiary, which sells Keg branded food and liquor products. 


Represents the equity income from KRL’s investment in The Keg Rights Limited Partnership and its effective 10% interest in The 


The Executive bonus is a discretionary expense which is applicable to the CEO, who is also the sole shareholder of KRL, and is 


EBITDA is earnings before amounts for interest, taxes, depreciation and amortization. EBITDA is not a recognized measure under 


MANAGEMENT DISCUSSION AND ANALYSIS 
OVERVIEW 


Keg Restaurants Ltd. (“KRL”) is the owner/operator and franchisor of casual dining steakhouse restaurants operating 
under the trade name “The Keg Steakhouse & Bar” in Canada and select markets in the United States. The revenue of 
KRL is derived from sales from corporate Keg restaurants, its proportionate share of the joint venture Keg restaurant, 
franchise fee income and revenue from sales of food and liquor products marketed under the Keg brand name. Sales from 
corporate Keg restaurants are affected by the number of new corporate Keg restaurants that are opened or closed. 
Franchise fee income is affected by the amount of sales generated by existing franchised Keg restaurants and the number 
of franchised Keg restaurants that are opened or closed. 


Operating costs and expenses include food and beverage costs, premises costs, and labour costs of corporate Keg 
restaurants, marketing and advertising expenses net of franchisee contributions, as well as general and administrative 


costs associated with the operations of KRL in providing services to the corporate and franchised Keg restaurants. 


On May 31, 2002, KRL completed a transaction in which KRL sold the Keg trademarks, other intellectual property and 
associated goodwill (collectively the “Keg Rights”) to The Keg Rights Limited Partnership (the “Partnership”), a 
subsidiary of The Keg Royalties Income Fund (the “Fund”). The Partnership in turn licensed the use of these Keg Rights 
to KRL under a licence and royalty agreement for a term of 99 years. KRL will pay to the Partnership a royalty of 4% 
of system sales (the “Royalty”). The Royalty is initially based on the 80 Keg restaurants in existence on March 31, 2002 
and will be adjusted on January 1st of each year to reflect any increase in system sales from the addition of new Keg 
restaurants, net of the lost system sales due to any closures of Keg restaurants during the year. The Partnership will 
compensate KRL for any incremental royalty from the net increase in restaurants on the basis of a formula identified in 


the licence and royalty agreement. 


The sale of the trade name “The Keg” and associated Keg Rights was completed for a total purchase price of 
$113,546,000. Of this amount, $30,487,000 was paid in cash, $9,059,000 by the issue to KRL of 905,944 Class A Units 
in the Partnership, $17,000,000 by the issue to KRL of 3,376,700 Class B Units in the Partnership and $57,000,000 by 
the issue to KRL of 5,700,000 Class C Units in the Partnership. The gain on sale of the Keg Rights in the amount of 
$37,611,000 has been deferred and will be amortized to earnings over the 99 year term of the licence and royalty 
agreement. KRUs initial effective interest in the Fund, through its ownership of Partnership units, is 10%. It is expected 
that KRU’ interest in the Fund will increase over time as the sales for new Keg restaurants are rolled into the Fund as 


described above. 
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OPERATING RESULTS 


System sales for the 52 weeks ended September 29, 2002 were $276,994,000 compared to $258,011,000 for the 52 
weeks ended September 30, 2001, an increase of $18,983,000 or 7.4%. During the 52 weeks ended September 29, 2002, 
six new Keg restaurants were opened while five Keg restaurants were closed and two Keg restaurants were relocated. 
During the prior year, two new Keg restaurants were opened while four Keg restaurants were closed. As at September 29, 
2002 there were a total of 81 Keg restaurants as compared with the 80 restaurants at September 30, 2001. Sales of 
comparable restaurants, that is, those restaurants that operated during the entire 52 week period in both the current and 
prior year, increased by 5.0%. 


Franchise fee income climbed from $4,465,000 in fiscal 2001 to $5,235,000 in fiscal 2002, an increase of $770,000 or 
17.2%. This increase resulted from a combination of same store sales growth at existing locations, newly opened 


franchised restaurants, and franchised restaurants resituated to improved locations. 


Operating costs and expenses increased from $151,352,000 to $153,977,000 during the year. The increase of $2,625,000 
was due to the net effect of a number of major factors. Restaurant variable operating costs increased by $2,308,000 as 
these costs naturally increased with the higher sales of the period. Marketing and advertising expenditures increased by 
$204,000 partly as a result of an investment spend in two markets in the United States. Reorganization costs of $863,000 
incurred as a result of the closure of a regional office in the United States in the prior year were reclassified and have been 
included in general and administrative expenses for the 52 week period ending September 30, 2001. In fiscal 2002, 
ongoing general and administrative expenses decreased by $757,000 primarily due to the non-recurring nature of these 


reorganization expenses. 


Operating earnings increased by $1,503,000 from $12,252,000 in fiscal 2001 to $13,755,000 in fiscal 2002. 
Management views this as a key figure as it indicates the funds generated by KRL which are available to meet the royalty 


payment obligations to the Fund, any interest and income tax obligations and to pay any discretionary expenses. 


Investment income from KRU’ effective interest of 10% in the Fund amounted to $1,767,000 and the royalty expense 
paid for the use of the Keg Rights totalled $3,628,000 during the 52 week period ended September 29, 2002, resulting 
in a net expense of $1,861,000. These figures do not include $1,429,000 of interest paid to the Fund on the Keg loan of 
$57,000,000, which has been included in interest expense for the period. 


EBITDA for the 52 weeks ended September 29, 2002 was $9,484,000 compared to $12,252,000 for the same period in 
the prior year. While operating earnings increased by $1,503,000 in fiscal 2002, this was offset by the net expense of 
$1,861,000 relating to the Fund for the use of the Keg Rights as noted above, and an Executive bonus in the amount of 
$2,410,000 due to the CEO, who is also the sole shareholder of KRL. The bonus amount is fully discretionary and is 
based on several criteria including the profitability of KRL. 


The net loss for the period amounted to $10,397,000 compared to earnings of $229,000 during the same period in 2001. 
The loss in the current period is due primarily to the early repayment of long-term debt related to the sale of the Keg 
Rights. These transactions resulted in debt settlement expenses of $11,206,000 which were charged to earnings during 
the year. 
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OUTLOOK 


The food service industry experienced its slowest growth in over a decade during 2002. Despite this, the Keg’s system 
sales remained strong as evidenced herein. Management believes that this is due largely to the strength of the Keg 
brand, which results from a focus on operational excellence and the spirit and dedication of the Keg employees. 
Management intends to remain fully focused on running great steakhouses and bars. The Keg has earned the loyalty 
of its guests by consistently offering great food, service and atmosphere and by avoiding themes, gimmicks and fads. 
This will not change. 


Management believes that the strong sales performance of the Keg relative to the food service industry as a whole is a 
good indication of the effectiveness of our current marketing programs, particularly in Canada. As a result, current 


marketing strategies will be largely maintained and is expected that as sales increase, so will marketing expenditures. 


KRL also remains committed to growth, both through expansion and same store sales increases. Since the beginning of 
the current fiscal year of September 30, 2002, new Kegs have opened in Saskatoon, Saskatchewan, St. Catharine’s, 
Ontario and Phoenix, Arizona. During the 2003 fiscal year additional new Kegs are expected to open in Toronto, 
Cambridge and Brantford, Ontario as well as Plano, Texas, an affluent suburb of Dallas/Fort Worth. The Kamloops 
Keg, currently in a difficult location, will be replaced by a striking new facility in a former railroad station. Additional 
capital has also been committed to refurbishment and relocation of existing Keg restaurants, including several major 


renovation projects. 


RISKS AND UNCERTAINTIES 


Management of KRL continues to anticipate certain risks and uncertainties associated with the ordinary course of 
business. Such risks and uncertainties include the competitive nature of the restaurant industry, the availability and 
quality of raw materials, the ability of KRL to maintain and grow Keg restaurants, government regulation and fluctuation 


in foreign currency, among others. 


FORWARD LOOKING INFORMATION 


The information provided in this report includes forward-looking statements with respect to business plans, activities, 
prospects, opportunities and events anticipated or being pursued by management of KRL and KRU’ future results. 
Although management of KRL believes the assumptions underlying such statements to be reasonable, any of the 
assumptions may prove to be inaccurate and, as a result, the forward-looking information may prove to be incorrect. 
The anticipated results or events upon which current expectations are based may differ materially from actual results or 
events. The forward-looking information contained in this document is current only as of the date of this document. 
There should not be an expectation that such information will in all circumstances be updated, supplemented or revised 


whether as a result of new information, changing circumstances, future events or otherwise. 
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AUDITORS’ REPORT TO THE DIRECTORS OF KEG RESTAURANTS LTD. 


We have audited the consolidated balance sheets of Keg Restaurants Ltd. as at September 29, 2002 and September 30, 
2001 and the consolidated statements of operations and deficit and cash flows for the 52 week periods then ended. These 
financial statements are the responsibility of the Company's management. Our responsibility is to express an opinion on 
these financial statements based on our audits. 


We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards require 
that we plan and perform an audit to obtain reasonable assurance whether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the 
financial statements. An audit also includes assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of the 
Company as at September 29, 2002 and September 30, 2001 and the results of its operations and its cash flows for the 
52 week periods then ended in accordance with Canadian generally accepted accounting principles. 


LPMCnue 


Chartered Accountants 


Vancouver, Canada 


November 20, 2002 
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CONSOLIDATED BALANCE SHEETS 


(Expressed in thousands of dollars) 
September 29, September 30, 


2002 2001 
ASSETS 
Current assets: 
ee Re er een ey eee ated Roe ied de SN a Oa Rw $ 10,859 — DeS3tehs) 
Iestareredkcashu motes 2 (ll) (iii) ewes ten aape stata ned ls ss balm eae Aa ee wi 2,000 - 
Rsere tc MMIVCSPIMEMEUCOLES 3) le ted so dhe, d Soe wi ne dla Paces. Se ew SR OR 18,318 . 
ENCE OUM) CSEEC CCIVAD) Came re Ate a TER WA eters LAURA ok cs BL Whe A ars bee wee es DDD 1,498 
IVY CMCOGICS Mee Meee Ree RE ree Meee eke eects ec ciars. syst aves Hk OS abuts eb ee aS % 3,488 2,664 
REcpalduexpensesrancdsd epOSitswem ee ma On malacitia fo eee eee Gos wre te eae 2,398 DS) 
Grrr m Orion Gtnetes ceCOWVADIEN way dlc .ish LS ous fa Sd ec eae eee es 139 24 
Property, plant ane equipment held/for resale (note 4) 2. 06s. asc sc cc ee eens Dopo) SOW 
42,443 123} 
Wono=cenineMivestimlen ton MlOLEx))) manmie en she ra rcicms Geos are eke ne sualieents nial eyeirsie cwahidies tare eutent 28,516 193 
INotesmecelv all eu(i Otero wes eee ic hasrah ol. Mort hereon’ oreuniehe sielacana aa rege mus is euseavatenen 316 178 
Prope, Dei dine! Keir (NCE 7) Gooccoounccconscuncasdanusctosvuseed Sooo. 28,123 
Decree ALCO Mom ee we Nystatin oA Minor pha wae Geokhid aS wile, SHE mueala « 3,060 2,104 
apamelinterassche Glens) ales So oe os the ares Sate oN ia eal saws hae SERS ere - QAR2B2 
UCULEEMCOMeRtAX ES. (MOLEC ISI metas ster sieis ea oa tienes Lacionene cites © io Gis qpaicate ch omens 6,238 DES OW 
$ 116,470 $ 66,930 
LIABILITIES AND SHAREHOLDER’S DEFICIENCY 
Current liabilities: 
Accounts payable and accrued liabilities... 54> sgtemes = ove aw es ls os < $19,662 $ 13,588 
Wine arin dre Viera eyes oy cos Gas Slat os ae Sang WUE. w dees veguts ceeren See aM ae aes Poa ee 4,657 4,218 
Gurrent postion orlone-term: debt camac screened sa cniis Oe ieeart meee eventing 581 B75) 
24,900 Zlelisal 
Note payable to The Keg Royalties Income Fund (note 9)... «<2 ue -02-s222+s22s< 57,000 - 
Rono-cenmecde ne (MOtenlO ie tates connie epsnia aia sie ea ese eee eum eatin Sig oh 5 aaah aes ales 7,805 46,057 
Deferred -cainvon sale of mtangible assets (Note 3) 7.6 vos sess ces ee eee a 37,484 - 
Shareholder’s deficiency: 
Shareccapicalniote till irene cee ad des cues Un oh iba pan eee orer 1 1 
Cumulative cranslationvadjustiient nk. «ci <r8 «0 oneia © spe 6 aueies alee seis ot Uae eee he 701 715 
IDYSTSTE snes G chon Rites 1 SRCR ew ENS Cote CRTC OR eT CoP ROOM RON TIE San rian aL cut rade ran ener (11,421) (1,024) 
(10,719) (308) 
$ 116,470 $ 66,930 


Commitments and contingent liabilities (note 12) 
See accompanying notes to consolidated financial statements. 


Approved on behalf of the Board 


David Aisenstat, Director Neil Maclean, Director 
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CONSOLIDATED STATEMENTS OF OPERATIONS AND DEFICIT 

(Expressed in thousands of dollars) 
52 weeks ended 52 weeks ended 
September 29, September 30, 


2002 2001 
System’ sales (mote’16) c.c.0%c 3.22 seis wim ele aleve ace tote ote eae eo ene eT nee $ 276,994 $ 258,011 
Revenue: 
Restaurant sales. Moyea tes < os kee oo eed ere oe sec ee ee $ 1625375 $.1595139 
RiStatlSAlesere. siege eee an cs cue ea aaus oreo oS eeu GSS eS ae are ee S36 - 
167,691 1SOMB2 
Operating costs: 
Restaurant. operating costs... 22.<0s aie ne ene em eee 142,144 138,841 
Retail operations® Bigs. sno als cc9.ae oe Lee chee che ro eee RC en eee me Nee ear 5,194 - 
147,338 138,841 
Earnings from: Operations. cre acters cee or neuer ue eCard eee Re ee eae 20,353 20,298 
Equity income’ (Ove 5) Megs cece steko beeen ese ceed momo serous iran nen ena Wow - 
Franchise feerreventie eres tears s 2m. ah ae cr teens cet en ae een 55255) 4,465 
Otheranvestinent incomes sic. ccrtes Soo ee eee Pe ee tee 32 111 
DUS 24,874 
Royalty expense’ fara wean ns ey osteo atone PCs: Eee oy oe et eens 3,628 - 
Ganeelll ainel axvraningiatne Exgnsnses ((nvowS 5) .caocsoaccaomocanacctogcenouuve 11,865 12,622 
Executive! bonus: (note 13) Gadce «+ cas e-em eee ee nn eee eter 2,410 - 
Earnings beforeundernotedsitemsmeree ieee one oe erie erie 9,484 sy 
AMOLIZALION. 226-2 Sate lecs oS heise ase UES Ee ee re eer 7,007 7,653 
ANITOIASVALACON Ohr Glainncal ein (MOK 3) cacococonacsnencovoecwonscvenccoongNd (127) - 
TtereSt) ! 5.5 cca ey srase are & were ao whee ce el rel oats eteon cenUta erer oom ore et ace reat ota Rehnaa heaton Slit 5,347 
Ieossi(eain);onidisposallotsproperty.ap! antranGrec Up ime tail nner ren nen eee 365 (26) 
Loss before long-term debt settlement and income taxes J2.2-..-...0---0..0-4.-- (2,862) (722) 
ong-tenmidebtsettlementsexpemnsesa (in @ Cop) (al) nessa istet ata we nt ttre etree enn tea 11,206 - 
uossibefore in COMme TAKES ahd Ae vo o ae talee eR RC ae OT ace ee een ee (14,068) (722) 
Income taxes: 
© bh dh 30| Sarde ara aR AEA reer tere eer rd ee aM I Rates ANG o Ries 15 /0,Gsri'd 0.0. GO b.n. oanO,0.8 4 Si 60 56 
FUUEE)(LECOVEry) Rey cea hae oie Geta ea Sot emey Oren ee mee ete tee aac Inter (3,731) (1,007) 
(3,671) (951) 
INGE erator (oss) tore dors MOL no aoondooecoouooooobscooncboocvocvununnE (10,397) P29 
Dehcit*bepinning of period ey. 7.70. «ets octet ee ee a eeeee eee Oe (1,024) (1,253) 
Deheir"end of period 2%, J4.s hin Ma coe ste eee oT eee $ (11,421) $ (1,024) 


See accompanying notes to consolidated financial statements. 
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CONSOLIDATED STATEMENTS OF CASH FLOWS 


(Expressed in thousands of dollars) 


Cash provided by (used for): 


OPERATIONS: 
Net earnings (loss) for the period 


Items not involving cash: 


Amortization 


Sled oliel Lejts stele sie .cf telle) (ofa elivei le) ei 'e! re) (elie) fu lie! e! (e.1e nefieli or léi ie, (e) 4) (9, nenie) ei e/cenvenie: «elie, |e (ane 


Amortization of deferred gain 


aie) fe eile erie! (9) ofas) lelt-e (ee) lelisi ee 9) (ee (o)1¢). e176, (9) [e. 


Share of equity earnings from investments 
Loss (gain) on disposition of property, plant and equipment 


Write off of deferred financing charges (note 10(a)) 


Future income tax recovery 


Change in non-cash operating working capital (note 18(a)) 


INVESTMENTS: 
Additions to property, plant and equipment and deferred charges 


Increase in property, plant and equipment held for resale 


Net proceeds (costs) from disposition of property, plant and 
SOUP MICNIEN pais tke PUgak. SEV me Sie ces Mello ie eee cus eraann Gieiseolana era a Ore 
Purchase of short-term investments 


fay (all oe! (ole) 6! tei te) col wee) s) (0) (ee, louis) ef ence) lal ta) ;eliie! (erie: (ere. 6) elie. 8! 


Distributions and advances from investments 
Proceedsifrom sale of tangible assets (note 3) 52... <.mee soee ome see ss 
Costs incurred on sale of intangible assets 


Decrease (increase) in notes receivable 


Increase in restricted cash 


FINANCING: 
Loan from The Keg Royalties Income Fund 


Decrease in shareholder loan 


Increase (decrease) in accrued long-term debt commitment fees 


Issuance of long-term debt 
Repayment of long-term debt 


Increase (decrease) in cash 


Cash, beginning of period 


Cash, end of period 


See note 18(b) for supplementary cash flow information. 


See accompanying notes to consolidated financial statements. 


52 weeks ended 


52 weeks ended 


September 29, September 30, 
2002 2001 
Satis 97) $ Me) 
7,007 7,653 
(127) - 
(R799) (37) 
365 (26) 
1,268 - 
(85731) (1,007) 
4,303 (258) 
(S51 1101)) 6,554 
(15,167) (8,443) 
: (3,704) 
(S) 942 
(18,318) (33) 
1,346 25) 
30,487 - 
(322) - 
(253) DY, 
(2,000) - 
(4,232) (11,186) 
57,000 = 
(135) (350) 
(1,812) 945 
8,629 - 
(47,863) (2,250) 
15,819 (1,655) 
8,476 (6,287) 
2,383 8,670 
$ 10,859 AL shs3s' 


AUN NPUJAUIE SRE PORT 210.072 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(Tabular amounts expressed in thousands of dollars) 


52 weeks ended September 29, 2002 
52 weeks ended September 30, 2001 


OPERATIONS: 

Keg Restaurants Ltd. (“KRL”), was formed by the amalgamation of Resolut Corporation, Raleigh Corporation, 
Raleigh Investments Ltd., Raleigh Restaurants Inc. and Keg Restaurants Ltd. under the laws of Ontario. Its principal 
business activity is the operation and franchising of Keg steakhouse restaurants and bars in Canada and the United 
States. 

SIGNIFICANT ACCOUNTING POLICIES: 

Basis of accounting: 

The consolidated financial statements include the accounts of KRL and its wholly owned subsidiary, Keg Restaurants 
U.S., Inc. and have been prepared in accordance with Canadian generally accepted accounting principles. The 
investment in a joint venture is accounted for using the proportionate consolidation method. Under this method, 
KRL’ proportionate share of joint venture revenues, expenses, assets and liabilities are included in the accounts. 


Short-term investment: 


The short-term investment consists of redeemable preferred shares which are stated at the lower of cost or market 
value. 


Inventories: 


Inventories, which consist of food, beverages and tableware, are stated at the lower of cost (first-in, first-out) and 


replacement cost. 
Long-term investments: 
i. Investment in The Keg Rights Limited Partnership: 
The investment in The Keg Rights Limited Partnership (the “Partnership”) is accounted for using the equity 
method. Under the equity method, the original cost of the investment is adjusted for KRUs share of post- 
acquisition earnings or losses and is reduced for distributions or advances received. 


i. Investment in Saskatoon Property Partnership: 


KRL’s 33-1/3% interest in a partnership, that leases land and building to a Keg franchised restaurant in 
Saskatoon, is accounted for using the equity method. 


ill. 


= 


Investment in the Keg GP Ltd.: 


The investment in the Keg GP Ltd. (“KGP”) is stated at cost. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(Tabular amounts expressed in thousands of dollars) 


52 weeks ended September 29, 2002 
52 weeks ended September 30, 2001 


De 


(e) 


SIGNIFICANT ACCOUNTING POLICIES (CONTINUED): 
Property, plant and equipment: 


Property, plant and equipment are stated at cost less accumulated amortization and write downs. Amortization is 


provided on a straight-line basis at the following annual rates: 


Description Rate 

Bilin Sea wahcceter eee esletee Ge tatenc aiclae es Ghee eee as 20 years 

PasamesonJeasediand: Liaison xis sey! Mtoe Lesser of 20 years and term of the lease plus the first 
renewal option 

Poampmentand furnishings « ...0 60% vs Poo e eae Six years 

We AGeNGI dIMPLOVEMENS <4. any eid Gee wee se eee wes Lesser of 20 years and term of the lease plus the first 


renewal option 


KRL reviews the carrying value for property, plant and equipment on an ongoing basis, taking into consideration 
any events or circumstances which might have impaired the carrying value. If a permanent decline in the carrying 


amount is determined, the asset would be written down to its estimated net recoverable amount. 
Deferred charges: 


Deferred charges consist of direct costs associated with opening a new restaurant, which primarily includes training, 
operational testing and advertising and are amortized over three years, commencing the month after the restaurant 
opens. Commitment and financing fees are also included in deferred charges and are amortized over the lesser of 5 


years and the term of the loan. 
Deferral and amortization of gain on sale of intangible assets: 
The gain on the sale of intangible assets is deferred and amortized over the term of the licence (note 3). 


Income taxes: 


KRL uses the asset and liability method of accounting for future tax assets and liabilities and recognizes the future 
tax consequences attributable to differences between the financial statement carrying amounts of existing assets and 
liabilities and their respective tax bases. Future tax assets and liabilities are measured using enacted or substantively 
enacted tax rates expected to apply to taxable income in the years in which those temporary differences are expected 
to be recovered or settled. The effect on future tax assets and liabilities of a change in tax rates is recognized in 
income in the period that includes the enactment date. Where it is considered to be more likely than not that the 


future income tax assets will not be realized, a valuation allowance is provided for the difference. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(Tabular amounts expressed in thousands of dollars) 


52 weeks ended September 29, 2002 
52 weeks ended September 30, 2001 


Dap 


SIGNIFICANT ACCOUNTING POLICIES (CONTINUED): 
Revenue recognition: 
Revenue from restaurant operations is recognized when services are rendered. 


Franchise fees are recorded as they are earned which, in the case of initial franchise fees for the sale of a franchise, 


is at the time the restaurant is opened. 


Unearned revenue consists of the aggregate redemption amounts of gift certificates issued during the last two years 
which remain unredeemed. The amount of any certificates previously included in income is expensed in the year of 


redemption. 
Vacant leasehold property: 


KRL recognizes all future net costs related to vacant leasehold property as a property expense in the period in which 
it decides to stop using the property. The amount is determined using management’s best estimate of net cash flows 


such as lease payments, operating costs and sub-lease income. 
Foreign currency translation: 


KRU functional currency is the Canadian dollar. KRL uses the current rate method of accounting for the translation 
of its U.S. operations. Under this method, assets and liabilities denominated in foreign currencies are translated into 
Canadian dollars at the year-end rate of exchange. Revenue and expenses are translated at the average rates during 
the period. Exchange gains and losses resulting from the translation are deferred and included as a separate 


component of shareholder’s deficiency. 
Use of estimates: 


The preparation of financial statements in conformity with Canadian generally accepted accounting principles 
requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities 
and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of 
revenues and expenses during the reporting period. Significant areas requiring the use of management estimates relate 
to the determination of unearned revenue, impairment in the value of assets, useful lives for depreciation and 


amortization, income taxes and provisions for contingencies. Actual results could differ from those estimates. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(Tabular amounts expressed in thousands of dollars) 


52 weeks ended September 29, 2002 
52 weeks ended September 30, 2001 


3 


SALE OF INTANGIBLE ASSETS: 


On May 31, 2002, KRL sold the rights to its trademarks, trade names, operating procedures and systems and other 
intellectual property used in connection with the operation of the Keg restaurants, and all goodwill associated 
therewith (collectively the “Keg Rights”) to the Partnership for $113,546,820. The gain on sale was determined as 


follows: 
Casi. ane ieee ysl RiPink aha, Aha, Ron ea OA ley a RaSivte ol At a eee MRO SAM RRL $ 30,487 
Partnership Units: 
(CU ING bet Sy Beco OS ole te IAC, 0 LORE ER ar ee ORE Oe ae nt ere meen ee pn oe 9,059 
GTS Ge Menem sere enn eee erie ones Spek eps che ere ete sue ge RC WH on otc aac eases cay Rovere tendo 5 ah cisev a Calcite sf dh a sat onrene 17,000 
(Gleaisca Gar rere wer Re Oe RI rem tel rata co Mayet cleat cit nests eneoe ooemteetosche oie an eee Taeane 57,000 
113,546 
DIS MO SiLOmUCOStSummetiee micnci te ea spaty ar gers te een anes Puneet cells ley cia) coer B atta «l.sllo) oh-en.cgatvesoue. ice (622) 
INGERIBNOD enV GC ORMIEAMEND LE ASGCEG  otayier cocalteh ols terse ean) lapel atl Rl Se See enol ison ya GAAS She eslG Bie eS (20,423) 
 BiarOuns al onninraltet DIC ASSOUS uk. Geile) «, Cie os Saco dade ones 8 inet sa Cece sks es dah Gal vale og in 92,801 
Portion of gain relating to KRL’s ownership interest in the Partnership ............000 0000s (55,190) 
eteriea cain Onsale, May oi, 2O0U2) a ciincent si rth ra ainaees ve corner ges fic ovew wee 6 sve ee 37,611 
INS TAVOTRBW AEN VON GE ene yupee ees cones i ORR a GlDr ees yO eRS oS CERO ee Oo O-8 iG se aed) a. Oh oo cicsn octal car Men ee eee ee practi (127) 
Deferred gain onsale, September 29, 2002) 32g oc scree selene ele oe Hs des tue tee ue S $ 37,484 


Concurrent with the sale of the Keg Rights, the Partnership granted KRL a licence to use the Keg Rights for a period 
of 99 years. As consideration, KRL will pay the Partnership a royalty of four percent of system sales reported by the 
Keg restaurants to KRL as defined in the licence and royalty agreement entered into between KRL and the 
Partnership. Accordingly, the gain on sale has been deferred and will be recognized over the term of the licence. For 
the 52 weeks ended September 29, 2002, $126,637 of the deferred gain was amortized. 


As a result of the transaction, KRL holds all of the Class A Units, Class B Units and Class C Units issued by 
the Partnership. 


The Class A Partnership Units are entitled to a preferential proportionate distribution equal to the distribution on 
the Class C Partnership Units, multiplied by the number of Class A Units, divided by the number of Limited 
Partnership Units issued and outstanding. The Keg Holdings Trust (“KHT”), a wholly-owned subsidiary of The Keg 
Royalties Income Fund (the “Fund”), holds all of the 8,153,500 Limited Partnership Units issued and outstanding 
at September 29, 2002. In addition, the Class A Units receive a residual distribution proportionately with the Class 
B Units, Limited Partnership Units and General Partnership Units relative to the aggregate number of each class 
issued and outstanding (or in the case of Class B Units, the number issued and outstanding multiplied by the Class 
B current distribution entitlement). Class A Units are exchangeable for units of the Fund (“Fund Units”) on the basis 


of one Fund Unit for one Class A Unit. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(Tabular amounts expressed in thousands of dollars) 


52 weeks ended September 29, 2002 
52 weeks ended September 30, 2001 


3. SALE OF INTANGIBLE ASSETS (CONTINUED): 


The Class B Partnership Units will be entitled to a preferential proportionate distribution and a residual distribution 
based on the amount of incremental royalties paid to the Partnership from new Keg restaurants. The distribution 
entitlements of the Class B Units are adjusted annually on January 1. Class B Units are exchangeable for Fund Units 
based upon a defined calculation that itself is based on net sales from new restaurants and approximates one Fund 
Unit for one Class B Unit. As at September 29, 2002, the Class B Units are not entitled to receive distributions and 
cannot be exchanged for Fund Units. 


The Class C Partnership Units are entitled to a preferential monthly distribution equal to $0.0625 per Class C Unit 
issued and outstanding. KRL has the right to transfer Class C Units to KHT, in consideration for the assumption by 


KHT of an amount of the note payable by KRL to the Fund equal to $10.00 for each Class C Unit transferred. 


All Fund Units obtained by KRL in exchange for the above Partnership units are subject to a contractual resale 
restriction, which expires on May 31, 2005. 


4. PROPERTY, PLANT AND EQUIPMENT HELD FOR RESALE: 
The property, plant and equipment held for resale consists of land for the restaurant in Las Colinas, Texas 


(September 30, 2001 — land $(2,254,714) and building $(1,452,514)). KRL plans to sell and lease back the land 
under an operating lease in fiscal 2003. 


5. LONG-TERM INVESTMENTS: 


September 29, September 30, 


2002 2001 
The Keg Rights Limited Partnership: 
905,944) Class AuUnits omehesbartnens hip mere einer Peete ee ener were eet $205 9;059 $ 2 
3,376,700, Class B Units of the Partnershipm. 4 a oe ete 17,000 - 
5,700,000 Chass 'G: Units ob the Parinershipine seas ea ee eee ee 57,000 - 
EGulty In COmetc ce ais ore cas cotes eT ee ee rence 1,767 = 
Disttibitions-advanced decom Partnership nee ee ee ee eee (1,314) - 
83,512 . 
Portion of gain on sale of Keg Rights relating to 
KRLs ownership interest in the Partnership (note 3) ...........-...+-- (55,190) - 
Net investment in The Keg Rights Limited Partnership (44 024.\2 5 «a. bss oe Pipes ap : 
SasKkatoow Property: Partnership asi. fis, Sey cee eee tenet te: ee eas ae 193 i193 
MheKeg GP Ltdins cack Sai ae ei ee ee ee a ae 1 = 
$ 28,516 $ 193 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(Tabular amounts expressed in thousands of dollars) 


52 weeks ended September 29, 2002 
52 weeks ended September 30, 2001 


oy, 


LONG-TERM INVESTMENTS (CONTINUED): 


The investment in KGP consists of 10 common shares, which represents 10% of the issued and outstanding common 
shares as at September 29, 2002. KGP is the managing general partner of the Partnership. The remaining common 
shares of KGP are owned by the Fund, an unincorporated open-ended limited purpose trust. Fund Units are traded 
on the Toronto Stock Exchange. 


NOTES RECEIVABLE: 


September 29, September 30, 
2002 2001 

Note receivable without interest, due June 26, 2003 ........... 0 cece eee eee $ aS $ 7S 

Note receivable without interest, due on demand ...........2...000 ee eee eee 10 - 
Employee relocation loan without interest, no fixed terms of 

HAS [ AV AMNGIA CPM eee ETON Lous = cna) see yere ner eat es Rise custo sVoss oi eroneyapmretss sale a8 ee eo 103 

Note receivable with fixed weekly payments of US$968, including interest 

at 10% per annum, until maturity on March 26, 2007 (a) ............... 291 - 
Note receivable with weekly payments of $962, plus interest 

at prime plus 276 per annum, aue March 30, 2002045 25 Ja acne Gepr ow ore oi - 24 

455 202 

(GHIFREIR Toren sKOIN 5 yoo houses 6 cm OO a Oars coy ene Ae 5.0 o De mEIOS 189 24 

$ 316 $ 178 


The note receivable was obtained as consideration for the sale of an existing restaurant to a franchisee. It is secured 


by a general security agreement over the assets of the franchised restaurant. 


PROPERTY, PLANT AND EQUIPMENT: 


September 29, 

2002 

Accumulated Net book 

Cost amortization value 
BERETS en feu vacant. Sieeeeeks hares Sites RIES Glens swat re a eney S123) $ 3,801 oa S521 
Bauxpuient‘and furnishings =. 01. 262 2fe one ce he ciee e 38,338 29,866 8,472 
Me aS Ola Ir LO VCR tS arte ce Seta ce sara) ote ooo! clas 0a evans ehefouennr 39,631 25,609 14,022 
Comnnitenioyn in prmaESS ~ oo ckeeboaobousooedonsodooombOD 4,882 - 4,882 
hy sss $ 59,276 Sas 55Oo7 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(Tabular amounts expressed in thousands of dollars) 


52 weeks ended September 29, 2002 
52 weeks ended September 30, 2001 


7. PROPERTY, PLANT AND EQUIPMENT (CONTINUED): 


Cost 
Butlins: ocjcssacs 053 cess Hageteestteeneaenae te eM nee oe occ ea $7,708 
Equipment-and furnishinesi ya maer ceca sso eae cee eee eee 37g o7 
Leasehold improvements) sien ua sac ae ee eee 34,755 
Construction in, progresssepes aac mens eet: = ence rere eo Sel 


$ 85,306 


8. INCOME TAXES: 


Accumulated 


amortization 


$ 3,140 
30,390 
233093 


$ 57,183 


September 30, 


2001 


Net book 


$ 


value 


4,563 
7,347 
11,102 


5,111 


$28,123. 


Income tax recovery as reported differs from the amount that would be computed by applying the combined Federal 


and Provincial statutory income tax rates to the loss before income taxes. The reason for the differences is as follows: 


Loss befOre=IncOme taxes. once te eee Ae ee eg ges 


Combined Canadian federal and provincial rates 


Computed: Cex pectediitax secOveny sm et ie ania et were er a 


Increased (reduced) by: 


Amounts not:deductible tor taxgncs--e reheat ronan ee eee 
Changein valuationmallowances 4. 92 wa oe ee oe ee 
Foreignexchange:translationn seat, ke oe cet eee ee 
Pofeignitax wate. ditlerences 0 nae ee Pate nen Fae nea 
Adjustment to future tax assets and liabilities for 

enacted changes in tax laws and rates 


Other 


Total income tax recovery per 


the statement of operations 
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September 29, September 30, 
2002 2001 

$ (14,068) $ (722) 
39.1% 43.1% 
(5,501) (311) 
814 180 

611 1,674 

28 (458) 

93 DOT 

- (Qe tail) 

284 (202) 

$ (951) 


SPS t) 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(Tabular amounts expressed in thousands of dollars) 


52 weeks ended September 29, 2002 
52 weeks ended September 30, 2001 


8. INCOME TAXES (CONTINUED): 


The tax effects of temporary differences that give rise to the future tax assets and liabilities are: 


September 29, 
2002 
Future tax assets: 
Excess of undepreciated capital cost over net book 
valuie‘of property, plant and equipment (...6.. <n. ine ess s bree dnc cles $ 974 
Grea AM OSSC SMO cc hater aig Malte la Some Lesko alae Ree as be wk 9,320 
DSIGARS ETT Te. - UN RIA ngRe Ra kr <2 ta 7,613 
ong ochtiecde pe Settlement EXPENSES! i MS cretonic's Fale <a.6 6s) oe doviela a dues sso 3,094 
Unearned revenue and other accruals deductible in future 
periods for income tax porposesino: a ..t2 vs eae Ae ee OA: 302) 
MNOb REE OSCE LPUL@ tea ST ASGELS Acree a tty, cts avapsredev a ake us Rear terse oes a en Se 24,530 
Waluiationvallow aloe tear tmnt ert rien eee aa ore ae | Ss (AMIR 979) 
Moralekuicune taxtassetsg arse et MWe ed. Parsee meet a eMart ca era ee ee IDES Sil 
Future tax liabilities: 
slotalkorossmucunestasaltabilittess ePaem net ann eae tren aerate eter (6,313) 
IN C Gah Ey LARHASSEES boa. cusb yy Guests rch na Aksaese caecum hae ee ci $ 6,238 


September 30, 
2001 


KRL has loss carryforwards remaining of approximately $26.6 million ($26.0 million from its U.S. operations) 


which may be applied against future operating income. The amount of these loss carryforwards is subject to 


reassessment by Canada Customs and Revenue Agency and the Internal Revenue Service and is subject to certain 


restrictions with respect to their use. These losses begin to expire in 2006. 


9. NOTE PAYABLE TO THE KEG ROYALTIES INCOME FUND: 


On May 31, 2002, KRL issued a note payable to the Fund in exchange for cash of $57,000,000. KRL has the option 


at any time to retire the note by transferring its 5,700,000 Class C Partnership Units to KHT (note 3). 


Interest accrues at 7.5% per annum and is payable monthly, on the third business day immediately prior to the end 
of the month following the month for which such interest has accrued. Included in interest expense is $1,428,904 
relating to this note of which $1,089,247 had been paid as at September 29, 2002 and $339,657 is included in 


accounts payable and accrued liabilities. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(Tabular amounts expressed in thousands of dollars) 


52 weeks ended September 29, 2002 
52 weeks ended September 30, 2001 


2. 


10. 


NOTE PAYABLE TO THE KEG ROYALTIES INCOME FUND (CONTINUED): 


The principal amount matures on May 31, 2042 and is subject to extension by the mutual agreement of KRL and 
the Fund. 


The note is secured by a general security agreement, including accounts receivable and inventories, that is 


subordinated to primary debt obligations and may not be assigned without the prior consent of KRL. 


LONG-TERM DEBT: 
September 29, September 30, 


2002 2001 

CanadianImperial Bank of Commerce - primary debti(a)iz eee ne eee $ . $ 30,250 
MG Stratum Fund II, Limited Partnership - subordinated debt (a) ............. - 18,000 
MG Stratum Fund II, Limited Partnership - commitment fees (a) .............. - 1,182 
GE Gapital (U.S: $7523.15 million);(D) geese: aoe oi cece ee 8,386 - 
8,386 49,432 

CGurremt POLtlony acts soci oie eos oy mite aes Steel eee erst nee RRO See Lene ons 581 33505) 
$ 7,805 $ 46,057 


Debt settlement: 


A portion of the proceeds received from the issuance of the note payable to the Fund (note 9) was used to repay the 
existing primary and subordinated debt. On May 31, 2002, KRL paid $29,750,000 or $11,750,000 in excess of the 
subordinated debt principal amount. 


The following payments were made to MG Stratum Fund II, Limited Partnership as part of the lending agreement 
to facilitate early repayment of the subordinated debt. The debt repayment charges, fees and other related charges 
expensed during the 52-week period ended September 29, 2002 were as follows: 


Early debtxepaymentccharcese sneer nce eee Tere rae nee $- 11,750 
Commutinent feespreyiouslyzaccnucdm ner Career nnn ee erica err rer ener (1,812) 
White-olf ‘of deferred financing chargessta5..cner ore eeine, eras ead ese icy ee ea meee 1,268 

$ 11,206 


GE Capital debt: 
The debt is repayable in fixed monthly installments, including interest at rates varying from 8.24% to 8.87%, is 
secured by certain property, plant and equipment in the states of Washington, Texas and Colorado and continues to 


be used for the expansion of restaurant operations in the United States. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(Tabular amounts expressed in thousands of dollars) 


52 weeks ended September 29, 2002 
52 weeks ended September 30, 2001 


10. LONG-TERM DEBT (CONTINUED): 


(c) 


igh 


12; 


Future minimum principal payments as at September 29, 2002, under the long-term debt agreements, are as follows: 


EW MR Ree er tts ats esc eeiah sor 0 oy SONA SURE MNS URES SIS GEOR a USN] REM Sea penne ts, Mesa: SAS Shee 


SHARE CAPITAL: 


Authorized: 


1,000 common shares with a par value of $1 per share 


Issued: 


LOOkcommonisharess ye Ae ee Se Se eo ee Jee 


COMMITMENTS AND CONTINGENT LIABILITIES: 


Operating leases: 


eee we oDgavselloliel fe vtelre lier to Lelie? (emies emielire) selieitie Malvs! cells) ifst (vl lw tele! ‘mia! <s\ ‘ei je)ie xe) ie) ve! ie) \6\ (a) (a: \e! ellie) 6) @) ie! 16) \6) 16) 0) 167 Se) Tenia) levis, ei (0) erie oie 6: <4) 10 


September 29, 


2002 


September 30, 
2001 


Minimum rentals under head leases extending to the year 2023 (excluding CPI adjustment factors and rentals based 


on sales) are approximately as follows: 


Sub-lease 
Total reimbursement 
TAOIOIS 2 Aes, ARG “cy Rk ne eu OVS CCE rier aA a RR ene eI OR PPR ce A aS Nas 8 O75 8S (Aso) 
Ds) DA PRPS Is patrsiouee ele eetemi tere ek bone uctcusuiors os Neuss ta ache sneeeats oat te 10,553 (2,148) 
PHOTOES = 55 cso! Siete a Da RN ONEN HO OO Ge ck IG CR Ec oh ee On DES REE perven reioton Dae (1,768) 
Di) O GRE He esas Shwe ee fae hey = LS eae rehaelentelts, comers tee 8,444 (1,354) 
PAOLO TE gc Aurel 6 ato ty Bo PRC Pi AGES ae eS OKC Rr Le a Nach Ans Bre 7,674 (1,095) 
MINN Te ait pew ears pene Meats MBE ONNS Stouts Levens aie ate tranctars cetlebe cota Neceh 42,281 (3,888) 


Net 


$ 8,404 


8,405 
7,554 
7,090 
6,579 
38,393 


Under the terms of certain lease agreements, KRL is contingently liable to the landlord for any default in payment 


by sub-lessees. At September 29, 2002, substantially all sub-lease accounts were current. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(Tabular amounts expressed in thousands of dollars) 


52 weeks ended September 29, 2002 
52 weeks ended September 30, 2001 


12. COMMITMENTS AND CONTINGENT LIABILITIES (CONTINUED): 
(b) Contingent liabilities: 


i. KRL has been named as a defendant in various lawsuits that are currently pending. In those cases where an 
unfavorable outcome is likely, a provision for anticipated costs has been accrued. In determining the estimated 
exposure for pending lawsuits, KRL relies upon their understanding of the claim, including activities undertaken 
by the other party, as well as discussions with legal counsel. In the opinion of management, the remaining 


lawsuits are without substantial merit and no provision has been made for them. 


ii. KRL has issued letters of credit, in the normal course of business, totaling Cdn$484,000 and US$140,000. These 
amounts are covered by a $2,000,000 cash deposit which is restricted for use as collateral for the various credit 
facilities. 


13. RELATED PARTY TRANSACTIONS: 


Hy’s of Canada Ltd., a company partially owned by the president of KRL, provided services to KRL under the terms 
of a management agreement. The charge for these services for the 52 weeks ended September 29, 2002, which 
amounted to $20,000 (52 weeks ended September 30, 2001 - $20,000), is included in general and administrative 
expenses. 


During fiscal 2002, an executive bonus was accrued in the amount of $2,410,000. As at September 29, 2002, this 
amount remains in accounts payable and accrued liabilities. 


At September 29, 2002, $15,000 (September 30, 2001 - $150,000) due to the shareholder of KRL is included in 
accounts payable and accrued liabilities. 


The short-term investment of $18,318,000 consists of redeemable preferred shares in a company controlled by the 
shareholder of KRL. KRL intends to redeem a portion of the shares for cash and to pay a dividend to the shareholder 
consisting of the balance of the shares outstanding during fiscal 2003. 


14. JOINT VENTURE: 


KRL has a 50% investment in an incorporated joint venture, Sedan (Coquitlam) Enterprises Ltd. Earnings and 
distributions to the participants are based on their proportionate interest in the joint venture. KRLs share of losses 
from the joint venture for the 52 weeks ended September 29, 2002 was $5,000 (52 weeks ended September 30, 2001 
- $3,000); KRL’s share of sales was $1,317,000 (52 weeks ended September 30, 2001 - $1,223,000). 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(Tabular amounts expressed in thousands of dollars) 


52 weeks ended September 29, 2002 
52 weeks ended September 30, 2001 


15. REORGANIZATION COSTS: 


During 2001, KRL’s wholly-owned subsidiary, Keg Restaurants U.S., Inc., implemented a plan to close its head office 
in Bellevue, Washington and consolidate certain of its operational, administrative, finance and accounting functions 
in the head office of KRL. The reorganization costs amounted to $863,000 and consisted primarily of severance and 
other involuntary termination costs and have been included in general and administrative expenses for fiscal 2001. 


16. SYSTEM SALES: 


System sales for any period and for any Keg restaurants located in Canada and the United States means the Gross 
Sales by such Keg restaurants for such period. 


Gross sales are the sales reported to KRL by owners of Keg restaurants in Canada and the United States under 
franchise agreements, without audit or other form of independent assurance, and the sales of Keg restaurants in 
Canada and the United States owned by KRL and its subsidiaries. In each case, these sales are reported net of 
discounts for coupons and other promotional items and applicable sales taxes. 


17. SEGMENT DISCLOSURES: 


KRU principal business activity is the operation and franchising of Keg steakhouse and bar restaurants in Canada 
and the Unites States; as a result, KRL is considered to operate in only one reportable segment. 


GEOGRAPHIC INFORMATION: 
September 29, September 30, 


2002 2001 
Restaurant sales: 
GET Yo eres tea ee AP ere ie Ren ge Nerwt SEhn eornt Shey Sahar A 2a as ale 5 ce ee Ae em $ 100,941 $ 96,164 
Wintel States: ixcscaatye oa he ee hho Uae Ee PP eI ASS eR aN 61,434 62,975 
$ 162,375 $ 159,139 
Franchise fee revenue: 
(CAT IYANG Fale pata ae, etesiatant, cence yc Pa aE a OE OP RN Re a ES eS $ 5,206 $ 4,465 
WWimitecleStatesian cestorcuc ue eone arch Mo route eee ects Soe eoenare ee CL Rane Re once esters 2 - 
S 5235 $ 4,465 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(Tabular amounts expressed in thousands of dollars) 


52 weeks ended September 29, 2002 
52 weeks ended September 30, 2001 


17. SEGMENT DISCLOSURES (CONTINUED): 


Property, plant and equipment: 
Canada 2 «2.25 hy 24 GR BARRA La ee ee 


18. SUPPLEMENTARY CASH FLOW INFORMATION: 


(a) Change in non-cash operating working capital: 
Accounts receivable 4.hi ay, rire cea ie ae e  eee se ee oe 
ImVemtories: 545.2 cate secs, ate SIRO nee eet ersticne ae aC Ree re ten Rep aire 
Prepaid expense ‘anddeposits- ti 2. aes es oe ee een ane ee 
Accounts payable*and! accrued liabilities; ima ed oe eee 


Unearned revenue ce). e ee ere ee ea ee 


(b) Supplementary information: 
Interest received erate orc eecrn cat amare er cere rn cnn AreT A eer eae 
Interest paid) IG. ahs cats Sere oe ie ee eee eee coe ea eee eee a 
Inconne taxes: paid eirctatncietn arte a hats Os ore aera ete eat kale Tone  a 


Non-cash transactions: 
Investment in The Keg Rights Limited 
Partnership in exchange for partial 
one ON CAS Che MANNE AIT 5 ocdccccsooeosbouonuasoce 


19. COMPARATIVE FIGURES: 


September 29, September 30, 
2002 2001 

Sol 9 96 $ 13,145 

23,901 14,978 

$ 35,897 $e 28128 

September 29, September 30, 
2002 2001 

$ (1,454) $ 82 

(824) (94) 

(81) (687) 

6,209 1,169 

439 (401) 

14 (327) 

$ 4,303 $ (258) 

$ 140 $ 234 

4,132 4,696 

4 74 

$ 27,869 $ = 


Certain comparative figures have been reclassified to conform with the financial statement presentation adopted in 


the current period. 
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STEAKHOUSE & BAR 


www.kegsteakhouse.com 


a gre ea 


STEAKHOUSE & BAR 


www.kegsteakhouse.com 


We started with 
a good recipe. 


Welcome to a truly great steakhouse. It’s casual, 
comfortable and the steaks are delicious. 

The Keg has been around since 1971 and 

we've grown to over 80 locations across 

North America. We’re not one of those themed 
restaurants. We’re not stuffy and we’re 
affordable. Come discover what makes our 
recipe for a great steakhouse so inviting. 


We love steak 
as much as you. 


_ We take a great deal of pride in the steak we 
serve. The Keg serves only the finest cuts. We 


__ make sure every steak is consistently aged for 


tenderness. We use a very special blend of 
seasonings. And of course, we ensure that every 
sak is grilled to perfection. All this guarantees 
ender, succulent, flavorful steak comes off 


Knowledgeable, friendly 
service is key. 


The quality of The Keg’s employees is another 
key reason for our success. We know steak and 
we know how to make you feel right at home. By 
hiring the best, providing great training and 
encouraging a fun atmosphere, you'll find that 
“Keggers” will always welcome you with a smile. 


So comfortable 
you won’t want to leave. 


When you walk in to any Keg Steakhouse & Bar 
you ll feel comfortable. We’ve always had a 
“come as you are” attitude because it’s the 
perfect place for whatever mood you’re in. 
Whether you want to enjoy a quick meal before 
an event or a long casual evening out. Get 
together with a bunch of friends or come for a 
quiet booth that’s tucked away for two. We want 


you to feel right at home. 


A bar built for good times. 


Whether you’re meeting friends or looking for a 
place to hang out and have a long conversation, 
our bar is made to please. Order snacks, order 
drinks, you can even order dinner if that’s 
where you want to be. Just sit back, relax and 
take it all in. 


Drop by, we’re always 
happy to have you over. 
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A place where 


ing is 


everyth 


done just right. 


Welcome 


To Something A 
Little Different. 


to those who crave 


ration: 


the perfect steak. 


Chapter I 


Making the Grade 


FE. steaks actually make it to a Keg Steakhouse & Bar grill. 
Those that are chosen have been closely scrutinized for 
premium grade, superior quality, proper cut, texture and 
flavor. Only beef that also has the perfect amount of marbling 
is worthy of attaining the title of a Keg Steak. This marbling 
acts as a natural tenderizer that dissolves into the steak during 
grilling. And because of this essential factor, a tender, succulent, 


flavorful steak is guaranteed every time one comes off the grill. 


Chapter II 


When I was 28 


W. wri they should be at least 28. Days, that is. That’s 
_ why every single Sirloin and New York Striploin we serve has 
been aged for a minimum of 28 days. Anyone who knows 


steak, knows that aging is critical to the preparation of a 


perfect steak. During this time beef matures to develop a 
superior taste and tenderness. Thus proving that some things 


do indeed get better with age. 


Chapter III 


Every season has its reason 


Sometting else that makes a Keg steak a great steak is our 
combination of seasoning and spices. It’s just one more reason 
we're not like any other steakhouse. It’s something that can be 
imitated but never duplicated. At The Keg Steakhouse & Bar 
we have a very special blend of herbs & spices that add a 
unique flavor to our steak, yet allow the natural properties of 


our high quality, well aged beef to be enjoyed to the fullest. 


Chapter IV 


Every cut is not created equal 


N. one cuts steak like we do, literally. Every steak is cut 
to minimize the gristle that nobody likes. Then we trim away 
the excess fat, leaving just enough to provide the perfect 
tantalizing flavor that everybody loves. The Top Sirloin is 
considered the most flavorful. The New York is called the 


King of Steaks for its fine blend of tenderness and flavor. 


_ The Filet, more commonly known as the Tenderloin or Filet 
. Mignon, is regarded as the most tender of steaks. And our 


favorite every single one of them. 


Chapter V 


ee ee eet eee yen 


Seven degrees of doneness 


T'. great thing about a steak, is that perfect means 
something different to everyone. BLUE RARE: a quick sizzle 
over the grill and a cool blue center all the way through is for 


rare aficionados. RARE: a juicy center that’s cool and bright red 


throughout. MEDIUM RARE: a juicy center that’s warm and re 


Chapter VI 


And then there were 2 w’s 


Wie. and who. First the where of steak. The perfect steak 
should be enjoyed in the perfect atmosphere. We humbly 
believe that The Keg Steakhouse & Bar does a perfect steak 
justice. It’s a really nice restaurant yet it’s totally casual. You'll 
fit in, in any clothes. Come as a group, or be a couple tucked 
away in a corner. Most of all: be yourself and bring your 
appetite for perfection. The second “w” is the who: our servers. 


_ They've been called steak experts, steak know-it-alls and even 


-steakologists, because they really know how to describe and 


mmend a steak. 


THE KEG: 


STEAKHOUSE &% BAR 


The Keg Royalties Income Fund 
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www.kegsteakhouse.com 


